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“y 

ou can reach me by telephone” 
...- you say it casually, but there 
is assurance in your voice. For 
you can depend on telephone 
service. You call a number and a 
voice answers—across the street 
or across a continent. It’s so easy 
to do — you have been doing it 
for years. Use has dimmed the 
wonder of the telephone. 

Yet the wonder grows — there 
is no ending to telephone prog- 
ress. Service is quicker, clearer 
and more accurate. Improve- 
ments are made each year. Things 
once thought impossible are now 
accomplished fact. Tomorrow 
will see still greater achievement. 

That is the pioneering spirit 
of American enterprise. Ameri- 
can initiative and American 
resourcefulness have given 
this country the best telephone 
service in the world. 

Obviously this did not just 
happen. It has been brought 
about by the development of the 
Bell System over the past half- 
century. Time has proved the 
rightness of its plan of operation. 
Quick, dependable, universal 
service makes it possible for you 
to talk to almost every one, 
everywhere, and to say confi- 
dently —“You can reach me by 
telephone.” 


BELL TELEPHONE SYSTEM 
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The Evolution of Federal Control of Electric 
Power 
By FRANK R. McNINCH* 


EDERAL control or regulation of 
electric power was not suddenly 
created but has been, instead, a 
natural growth, a legislative evolution, 
to meet changing conditions. It is 
true that the orderly growth of this 
regulatory power has been retarded at 
times by anti-social influences, but with 
its roots springing from the public 
resources used, the monopolistic char- 
acter of the business, the public nature 
of the service, it was inevitable that 
increasing measures of control should 
be developed to make the power industry 
responsive to the social, economic, and 
political development of the Nation. 
The historic opposition of power inter- 
ests to advancing federal and state 
control has apparently been based upon 
an utterly erroneous conception of what 
the power industry is. Forty years 
ago they spoke of “a private power 
business,” and today they still speak 
of the “rights of the. private power 
industry.” Such a misconception of 


*Chairman, Federal Power Commission. 
Editorial Note: This article is in substance the lecture 


the true nature of this vital industry 
may easily account for the unreasoning 
Opposition to increasing measures of 
public regulation. But the public and 
the Congress understand the true status 
of the industry. They know it is in fact 
and in law a public utility engaged in 
rendering a necessary public service. 
Because the power business is not pri- 
vate but public it lawfully enjoys special 
privileges from state and nation, is 
recognized as a practical monopoly and 
has a protected market, has delegated 
to it the sovereign power of eminent 
domain by which it takes private prop- 
erty for public service, and is given the 
special privilege of using public streets 
and highways. By its very nature and 
characteristics the business of generat- 
ing, transmitting, and selling electric 
energy is indelibly impressed with a 
public character. 

The fact that all or a part of the 
money invested in these public utilities 


presented by Mr. McNinch at Northwestern Univer- 
sity on March 31, 1936 on the William A. Vawter 
Foundation. 
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is privately owned capital does not and 
cannot transform the character of the 
industry. On the contrary, the property 
purchased with private funds for public 
utility purposes is thereby dedicated to 
the public service, and the owners and 
managers of these utilities are both 
morally and legally trustees of the 
public. Long ago the Supreme Court 
of the United States in the Moffat Tun- 
nel case declared that “no matter who is 
the agent, the function performed is 
that of the state. Although the own- 
ership is private, the use is public.”! 


The Period from 1890 to 1920 


Prior to 1890, in which year the first 
hydro-electric plant in America was 
completed, Congress had allowed the 
states undisputed control over the waters 
within their respective boundaries. But 
in the Rivers and Harbors Act of that 
year? the Congress prohibited the crea- 
tion of any obstruction, not affirmatively 
authorized by law, to the navigable 
capacity of any waters under jurisdic- 
tion of the United States. This meant 
that every dam had to be specifically 
authorized by the Congress. By this 
act the Congress gave notice to the 
states that thenceforth it proposed to 
assert its jurisdiction in this important 
field. In 1899 the control which Con- 
gress had established in 1890 was en- 
larged and extended.? 

A parallel problem to that of federal 
control of navigable waters was the 
control which should be exercised over 
our great public domain in the West, 
which embraced enormous potential 
water-power development. Prior to 
1896 lands were patented by the Federal 
Government without regard for water- 
power possibilities. In this way many 





1 Wilheim o. Moffat Tunnel Dist., 262 U. S. 710 at 
719 (1923). 
2 Act of 1890 (26 Stat. 454). 


of the best power sites were practically 
given away into private ownership. 

In 1896 the Congress authorized the 
Secretary of the Interior to permit the 
use of rights-of-way not exceeding 40 
acres on public lands and forest reserva- 
tions for power purposes,‘ and in Igor 
this authority was further defined and 
such permits were made revocable.® 

The whole issue of the power of Fed- 
eral Government to control this rapidly 
growing industry became acute about 
1905, and for the next I§ years con- 
tinued to be one of the most vexatious 
and vital problems of the Government. 
Those who sought to restrict or defeat 
federal control urged that the only 
power Congress has with respect to our 
navigable streams is to protect and 
promote their navigability; that Con- 
gress has no rights in potential water- 
power developments; that the rivers are 
the property of the several states 
through which they flow, and of the 
riparian owners; and that, hence, the 
Congress has no right to charge tolls or 
license fees for use of navigable waters for 
power purposes nor to exercise any con- 
trol except in protection of navigation. 

In vetoing the Rainy River Bill in 
1908, President Theodore Roosevelt, in 
his message to Congress, brought vividly 
to the attention of the people the fact 
that the country was threatened by a 
monopoly far more powerful, because 
in closer touch with our domestic life, 
than any theretofore known. This 
message is one of the great national 
landmarks for conservation of our 
water-power resources and for their de- 
velopment under federal control and 
regulation. In this message, President 
Roosevelt criticized the Act of 1906 
for many vital omissions: 





3 Act of 1899 (30 Stat. 1151). 
4 Act of May 14, 1896 (29 Stat. 120). 
5 Act of 1901 (31 Stat. 790). 
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“A definite time limit is one of these im- 
portant omissions. Each license should be 
issued to expire on a specified date without 
further legislative, administrative or judicial 
action. Every permit to construct a dam on 
a navigable stream should specifically recog- 
nize the right of the government to fix a 
term for its duration and to impose such 
charge or charges as may be deemed neces- 
sary to protect the present and future inter- 
ests of the United States. 

“This natural wealth [water powers] is 
the heritage of the people . . . We are at 
the beginning of a great development in 
water power. Its use in electrical transmis- 
sion is entering more and more largely into 
every element of the daily life of the people. 
Already the evils of monopoly are becom- 
ing manifest.” 


In 1909 the Congress passed a bill 
authorizing construction of a dam across 
the James River in Missouri, and Presi- 
dent Roosevelt vetoed that bill. In 
his veto message he laid down in con- 
siderable detail specific conditions which 
every water-power grant should embody, 
including a reasonably limited opportu- 
nity to develop a project, the right to 
annul the grant if the project were not 
built within a reasonable time, a re- 
quirement for maximum development, 
license fees adjusted to profits, and a 
maximum license period of 50 years. 
With his characteristic forthrightness 
he said: 


“The great corporations are acting with 
foresight, singleness of purpose and vigor 
to control the water powers of the country. 
They pay no attention to state boundaries 
and are not interested in the constitutional 
law affecting navigable streams except as 
it affords what has been aptly called a 
‘twilight zone’ from any regulation. . . . I 
esteem it my duty to use every endeavor to 
prevent the growing monopoly, the most 
threatening that has ever appeared, from 
being fastened on the people of this nation.””” 


Under his leadership the forces of 





6 Congressional Record, 60th Cong., 1st Sess., pp. 
4698-4699. 


public conservation and control won 
their first significant victory. The power 
interests withdrew from further contest, 
awaiting a more favorable season to 
renew their efforts for legislation which 
would permit further encroachment 
upon the public power resources with a 
minimum of federal control and a maxi- 
mum of private profit. 

In 1912 the Congress passed a bill 
authorizing erection of a dam on the 
Coosa River by the Alabama Power 
Company. President Taft vetoed this 
bill because it lacked regulatory provi- 
sions and did not assess any charge or 
fees against the power company for use 
of this navigable stream. In his veto 
message he said: 

“If the Federal Government chose to 
build this dam itself in aid of navigation, 
its right to the water power incidentally 
created would be beyond question. When, 
instead of building the dam itself, it builds 
the dam by an agent, as proposed by this 
bill, I believe it to be equally clear that the 
dam and all its incidents, including the 
water power created, is within the regulative 
power of the Federal Government in respect 
to navigation. ... 8 


This veto was a second serious set- 
back to those who looked with envious 
eyes upon the potential wealth in the 
nation’s water power. The power indus- 
try being unwilling to submit to regula- 
tory measures, the development of water 
power on navigable streams was prac- 
tically abandoned from the time of this 
veto in I912 to the enactment of the 
Federal Water Power Act in 1920. 

During this same period an organized 
effort was made by certain groups from 
the West to open up the public domain 
to private entry and development. The 
Federal Government was criticized for 
withholding vast areas of the public 
domain. Western states felt that they 





7 House Doc. 1350, 60th Cong., 2nd Sess. 
8 Senate Doc. 949, 62nd Cong., 2nd Sess. 
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had a grievance in that much of the 
lands within their boundaries were held 
free from their power to tax or develop. 
Seeking to capitalize this view, which 
was rather generally held in the West, 
and appealing also to the South, public 
sentiment being strong for development 
of the vast resources of these regions, 
emissaries of the power interests asserted 
that development of the water power 
in the public domain and in the naviga- 
ble streams would not be undertaken, 
and the development of these great sec- 
tions of our country would be retarded, 
if restrictions and regulations were pre- 
scribed for development of these water 
powers. Eastern capitalists, still bent 
on further exploitation of these public 
resources, raised the false alarm of 


states’ rights and appealed to the tradi- 
tions of democratic freedom by dema- 
gogic denunciation of a federal bureau- 
cracy. They painted an ugly picture of 
a huge, ruthless, overpowering federal 


juggernaut which would bear down on 
and crush local initiative and enterprise. 
They pictured the states as_ being 
stripped of their reserved powers and 
prophesied rapid defacement of state 
lines. Although these alarming argu- 
ments were made more than a gener- 
ation ago, they have a familiar ring and 
form the basis of the attack today upon 
the power policies of Congress and the 
National Administration. 

But if the constitutional case against 
the program of the conservationists of 
the 1890’s and in the early 1g00’s was 
vigorously assailed, it was with equal 
vigor and greater ability defended by 
those who were determined to preserve 
our great sources of water power for 
future generations. On the floor of the 
Senate such giants as John Sharp Wil- 
liams of Mississippi and Elihu Root of 
New York raised their voices on behalf 


® Decided February 17, 1936. 
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of the regulatory power of Congress. 
These leaders and many other states- 
men, regardless of party affiliation, 
declared that the water power upon 
public lands and in navigable streams 
belonged to the people of the Nation 
and that Congress could and should 
regulate and dispose of it for the people’s 
benefit. They asserted that if the Gov- 
ernment of the United States had the 
right to build a dam in aid of naviga- 
tion, it had the unquestioned right to 
the water power which was created by 
such dam—a doctrine which was re- 
affirmed only a few weeks ago by the 
Supreme Court of the United States in 
the notable Tennessee Valley Authority 
decision.® They further asserted that 
if, instead of building a dam itself, the 
Federal Government should designate 
a private power company to construct 
the navigation improvement, the water 
power incidentally created by such dam 
is within the full regulatory power of 
Congress with respect to navigation. 


The Water Power Act of 1920 


The 15-year battle of the conserva- 
tionists to safeguard the Nation’s water 
power came to a successful climax in 
1920 when, under the courageous lead- 
ership of Woodrow Wilson, the Federal 
Water Power Act!® became law. While 
this Act was under consideration by 
Congress, one of the most powerful 
lobbies ever known to Washington 
opposed its adoption and challenged its 
constitutionality. In this last drive to 
defeat a comprehensive regulatory act 
the records show the prophesy-mongers 
sadly foreseeing the paralysis of private 
initiative, the destruction of private 
industry, and a rapid decline into social- 
ism and government ownership and 
operation of the whole industry. 


10 Federal Water Power Act of June 10, 1920 (41 
Stat. 1063). 
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The answer to the power Jeremiahs 
of 1920 and of the preceding decades is 
found in the fact that prior to 1920 
only 1,430,000 horse power had been 
developed on public lands and naviga- 
ble streams, while during the 15 years 
subsequent to enactment of the Federal 
Power Act, there has been developed 
by the industry water power in excess 
of 16,000,000 horse power, an annual 
development almost equal to the total 
preceding development. 

This new statute established a na- 
tional power policy under which our 
water power resources might be de- 
veloped and operated by private inter- 
ests, by states or municipalities, under 
license issued by the Federal Power 
Commission. The Act provided for a 
maximum license period of 50 years, 
for a reasonably limited period for con- 
struction to prevent “squatting” on 
public resources for speculative pur- 
poses, and for the regulation of rates, 
service, and securities of licensees where 
no state authority is exercised over 
these subjects. It further provided for 
a uniform system of accounting by 
licensees; for determination by the Com- 
mission of the actual legitimate cost of 
each power project to insure against 
capital-structure inflation; and for the 
assessment of fees to cover cost of ad- 
ministration of the Act and of reason- 
able compensation to the Government 
for use of Government lands and of 
federally constructed dams. 


One of the most important provisions 
of the Act of 1920 is the right of recap- 
ture by the Government of these valu- 
able resources as developed, upon the 
termination of the license, and for the 
taking over of the project property by 


" Act of August 26, 1935 (49 Stat. 847). 

This was known as the Wheeler-Rayburn Bill, 
being by Senator Burton K. Wheeler, of Montana, 
and Representative Sam Rayburn, of Texas, Chairman 


115 


the Government or by a state or munici- 
pality upon payment to the licensee of 
its net investment in such property or 
its value, if that be less. Thus was laid 
down a sound and secure basis upon 
which water-power development might 
go forward and which, instead of hold- 
ing any discouragement of private ini- 
tiative or threat to private capital, 
offered for the first time assured and 
full protection to all legitimate private 
investment. The Congress builded much 
more wisely and constructively than its 
critics knew, and those who were the 
most vigorous opponents of this legisla- 
tion found under it shelter and protec- 
tion for every legitimate right, and 
incentive to go forward with the most 
phenomenal development of water power 
in the whole history of the industry. 


The Federal Power Act of 1935 


The Federal Power Act of 1935" was 
born of this epochal development in 
the power industry to meet social needs 
and strike down uneconomic practices 
which had grown up during this period 
of rapid expansion. On March 12, 1935 
President Franklin D. Roosevelt sent a 
bold and uncompromising message to 
Congress, recommending the enactment 
of legislation with respect to the great 
holding company systems, to prohibit 
admittedly evil practices incident 
thereto, such as the collection of ex- 
orbitant fees for services from their 
controlled operating companies, and 
otherwise greatly to extend federal con- 
trol over this industry. This message 
marked the beginning of a titanic and 
ultimately successful battle for estab- 
lishment of another and higher land- 
mark of federal control.” 


of the Senate and House Committees on Interstate and 
Foreign Commerce, respectively. Never before had such 
a lobby swarmed the Capital as the one to fight this 
bill. For six months the war raged, but in August, 
1935 the forces of the Administration were victorious. 
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When the State of Missouri, a decade 
and a half ago, challenged an act of 
Congress as an unconstitutional inter- 
ference with the right of the states 
reserved by the Tenth Amendment, the 
Supreme Court said: ‘““We must con- 
sider what this country has become in 
deciding what that amendment has 
reserved.’ The Federal Power Act of 
1935 is properly to be interpreted in 
the light of “what this country has 
become” in the field of electric power, 
not only in considering its constitutional 
validity but also in passing upon the 
wisdom of its policy. 

Examination of the national power 
map reveals graphically what this coun- 
try has “become” in the field of electric 
power as a result of the extraordinary 
development in the technical arts within 
the past two decades. It shows more 
than 160,000 miles of high-tension trans- 
mission lines spreading like a network 
across the political boundaries of sov- 
ereign states. More electricity flows in 
interstate commerce today than was 
generated in the entire United States 
in 1913. Electric energy has been taught 
by the genius of engineers, inventors, 
and scientific men to disregard the 
political boundaries of sovereign states. 

Total generation in the United States 
in 1933 was in excess of 84 billion kw. 


18 Mr, Justice Holmes in Missouri v. Holland, 252 
U. S. 416 (1920). 


hrs. of which i5 billion (18%) was trans- 
mitted interstate; whereas in 1928 only 
10.7% of the power generated moved in 
interstate commerce. Further illustra- 
tion of the proportions to which inter- 
state transmission has grown is found 
in Table I. 

The old isolated plant which once 
generated and distributed electric energy 
in the local community has, for the most 
part, been swallowed by the great inter- 
state power systems. Distribution of 
electric energy to the factory, home, 
and farm is still local, but that is no 
longer generally true of generation and 
transmission. The local distributing 
system now oftentimes receives its sup- 
ply of energy from huge generating 
plants in adjoining or distant states 
through transmission networks that cross 
the borders of one or many states. 

Such was the picture unfolded before 
the Congress which in 1935 was con- 
sidering this power problem. Here was 
a new industry which had pushed out 
into interstate commerce; an industry 
recently transformed from one of purely 
local character into one which was still 
local in some aspects but had now be- 
come regional and national in other 
important respects. Out of this change 
had come problems of vital social and 
economic concern, both to the states and 
to the Nation. States were no longer 
able adequately to regulate utilities 


TasLe I, Examptes or INTERSTATE TRANSMISSION OF ELECTRICITY, 1933 
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whose operations had expanded beyond 
their jurisdiction; and since Congress 
had provided no regulation, a gap had 
appeared in public regulation, a twilight 
zone in which interstate activities of 
profound significance to the public were 
carried on without the restraint of any 
public regulatory control. 

Not many years ago a decision of the 
Supreme Court of the United States 
focussed attention upon this anomalous 
situation. A power company in Rhode 
Island sold part of its energy to Rhode 
Island consumers and the remainder to 
a Massachusetts company which dis- 
tributed the energy locally in Massa- 
chusetts. The Rhode Island Commis- 
sion concluded that consumers in that 
State were being burdened with unrea- 
sonably high rates because that com- 
pany’s wholesale rate to Massachusetts 
was unreasonably low and the difference 
had to be collected from Rhode Island 
consumers. The Commission ordered a 
new wholesale rate. In that widely 
known Attleboro case’ the Supreme 
Court held that electric energy trans- 
mitted from Rhode Island to Massachu- 
setts constituted interstate commerce. 
It further held that neither the sending 
State not the receiving State could con- 
trol the wholesale rate of the energy 
which thus flowed in interstate com- 
merce. The power, the Court said, be- 
longed to Congress, and because Con- 
gress had not acted there existed a gap 
in public regulation; a field in which the 
interstate activities of the company in- 
volved were beyond any public control. 

Congress, in the new Power Act, has 
closed this gap. The Federal Power Com- 
mission now has authority to investigate 
and fix reasonable interstate wholesale 
rates and to regulate interstate service 
and certain other interstate activities. 


“ Public Utility Commission of Rhode Island 0. 
Attleboro Steam & Electric Co., 273 U. S. 583 (1927). 
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Congress asserted jurisdiction over a 
subject with respect to which the states 
were without constitutional power. At 
the same time it has insured to states 
complete control over local distribution 
rates. 

I now come to another provision of 
the new law which promises to become 
one of its most important provisions. It 
is a new departure in power regulation. 
It is based upon a fact not generally 
appreciated, yet a fact of tremendous 
importance. We have commonly re- 
garded rate control as the primary objec- 
tive of public regulation. The new Act, 
however, is predicated upon the propo- 
sition that rate control, in and of itself, 
is not sufficient to achieve an adequate 
supply of electric energy at the lowest 
economic cost; and that, while rate con- 
trol is necessary, such control alone can- 
not accomplish the desired objective un- 
less the power facilities and resources 
of the country are properly coordinated 
in a geographically and economically 
integrated power system. 

To this end, the new Power Act con- 
tains provisions for an interconnected 
and coordinated power system “for the 
purpose,” to use the language of the 
statute, “of assuring an abundant supply 
of electric energy throughout the United 
States with the greatest possible econ- 
omy and with regard to the proper utili- 
zation and conservation of natural re- 
sources.” The Federal Power Commis- 
sion is directed to divide the country 
into the most economical regional power 
districts and to accomplish interconnec- 
tion and coordination of power facilities 
and resources within those districts and 
between those districts. This policy is 
not to be primarily one of compulsion, 
but rather one of voluntary action by 
the companies themselves, supplemented 
by acompulsory power where this oppor- 
tunity for voluntary action has not been 
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exercised. It is the duty of the Com- 
mission to promote and encourage inter- 
connection and coordination; and author- 
ity is given to issue a compulsory order 
to interconnect or furnish power only 
upon the petition of another power com- 
pany or of a state public service com- 
mission, and then only upon evidence 
that such interconnection would be in 
the public interest. 

These provisions for coordination of 
facilities and resources imply no destruc- 
tion of private initiative nor impairment 
of capital invested, as some have feared; 
nor do they involve any unreasonable 
interference with the functions of private 
management. The Congress has merely 
recognized the power industry as a great 
national agency whose rightful duty is 
to render maximum service at minimum 
economic cost to the public. 


The Philosophy behind the 
New Legislation 


What moved Congress to assert this 
jurisdiction over the future power de- 
velopment? 

Congress was very largely influenced 
in its action by evidence which was 
before it in various government reports 


issued since the world war. Those re- 
ports, recording studies made by leading 
engineers of private industry in coopera- 
tion with engineers of the Federal Gov- 
ernment, told a story of a piecemeal 
power development which had laid an 
expensive burden upon the consuming 
public of the United States. They told 
of uneconomic division of territory, 
wasteful duplication of property, and 
lack of engineering and economic unity. 
The documentary evidence indicated 
clearly the great need for an intercon- 
nected and coordinated power system. 
Congress was, no doubt, influenced 
also by its knowledge of what had 
happened in the field of railroad develop- 
ment; as it had repeatedly been told 
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that the railroad industry was carrying 
its greatest burden in the enormous 
waste that accompanied its uncontrolled 
expansion, and that the most complete 
control of railroad rates had been unable 
to overcome the results of wasteful 
duplication of property. Congress in 
this Act seeks to save the power industry 
from the fate which had befallen the 
railroads under the policy of uncon- 
trolled expansion. 

Still another reason may have moved 
Congress to the adoption of this policy 
of coordination. A report prepared by 
distinguished engineers of the United 
States Army and published in 1921 by 
authority of the Secretary of War" tells 
in a dispassionate but impressive manner 
of the exhaustion of the supply of our 
electric reserves in our principal manu- 
facturing centers soon after our entry 
into the world war. This report tells us 
how the war program of the United 
States was seriously threatened by the 
inability of our electric utilities at that 
time to supply the needs of our war 
industries which were producing equip- 
ment for our forces on land and on sea. 
That war did not come upon us unex- 
pectedly; yet it found us without any 
available, dependable supply of the 
electric energy which was needed for 
national defense. It found us without 
any plan for the interconnection and 
coordination of our power resources and 
facilities to meet the national needs. 

Now when Asia, politically, is resting 
upon a volcano which may erupt at 
any time, when peace in all Europe is 
threatened by national suspicions and 
grave controversies, this report, “The 
Power Situation During the War,” de- 
serves the serious consideration of 
thoughtful citizens. 


%“The Power Situation During the War,” by Col. 
Charles Keller, Corps of Engineers (Government Print- 
ing Office, 1921). 
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Congress, in the new Power Act, has 
willed that this situation shall not 
happen again. This Act is based upon 
the proposition that the interconnection 
and coordination of power resources and 
facilities are necessary to this nation’s 
welfare in time of peace, and essential 
to its safety in time of war. The Federal 
Power Commission is required, as a part 
of its regular task, to investigate and 
keep current the facts and information 
concerning our power resources, facili- 
ties, and requirements, information such 
as was not available to the nation at 
the outbreak of the world war. The Act 
further gives the Commission authority 
to require temporary connections and to 
require the generation, transmission, 
and interchange of power in time of war 
or other national emergency; and it 
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grants to the Commission control over 
the export of electric energy into foreign 
countries so that we may keep our elec- 
tric energy at home if and when we 
need it. 

The Federal Power Act of 1935 recog- 
nizes the vital stake which this nation 
has in the electric industry. It en- 
visages an enterprise big with opportu- 
nity for the industry and the public 
alike. If the Federal Power Commis- 
sion is given the wisdom to administer 
this new and far-reaching law soundly 
and with due regard to the economic 
and social factors involved, and if it is 
aided by the genuine and whole-hearted 
cooperation of the members of the in- 
dustry, this law should bring real and 
substantial benefits to investors, con- 
sumers, and the general public alike. 





Financing Low-Rent Housing in Germany 
By JULIUS FLEISCHMANN* 


Financing through Low-Interest Second 
Mortgages Raised by a Special 
Rent Tax 


OW-RENT housing without active 
L, governmental aid is an anomaly. 
Experience in European countries 
as well as in the United States has shown 
that families of small incomes cannot 
afford the commercial rent of dwellings 
which meet the minimum requirements 
of health and decency. Private financing 
alone at prevailing interest rates does 
not permit low rents either in Euro- 
pean countries or in the United States. 
Any government anxious to raise the 
living standard of its people must en- 
courage the construction of up-to-date, 
low-rent housing developments through 
financial support. 
Germany solved 


the problem of 
financing low-rent housing as follows: 
After the war a shortage of hundreds 
of thousands of dwellings caused deplor- 
able living conditions. Remedial meas- 
ures on an extensive scale could not be 
undertaken until the end of inflation of 


the currency. When the Mark was 
stabilized in November, 1923 at the 
pre-war rate (1 gold dollar = 4.20 
Marks; 1 new dollar = 2.50 Marks) 
capital for first mortgages was available 
only at interest rates of 10% in 1924, 
and at 8 and 7% in 1926 and 1927. 
Besides, the building cost index had 
climbed to about 170% above pre-war 
prices. Newly constructed dwellings 
would have called for a rent three to 
four times higher than pre-war rentals, 
if private financing had been at all 
possible. 

During the inflationary period owners 


* Doctor of Political Economy, University of Freiburg. 


of buildings could pay off their mort- 
gages. Revaluation of pre-war mort- 
gages was set first at 15% and then at 
25% of their original amount. Rentals 
have also been regulated by the govern- 
ment since 1916. In the early part of 
1924, rentals of old buildings were 15 
to 25% of the 1914 level, but they were 
gradually raised and reached the pre- 
war rates by July 1, 1926. These 
rentals would have given landlords an 
excessively high rate of return because 
most of the urban apartment houses 
were mortgaged to approximately 80% 
of their value. For example, a house 
which had carried a mortgage of 80,000 
Marks at 4%% in 1914 had a yearly 
interest charge of 3,400 Marks. In 1924, 
when the mortgage was reduced to 
20,000 Marks, or even less, an interest 
charge of 5% amounted to 1,000 Marks. 
On the basis of pre-war rents (every 
house was completely occupied) the 
owner would receive a surplus of 2,400 
Marks. Depending upon the proportion 
of pre-war mortgages to assessed pre- 
war building values, the surplus varied 
with the houses. A large part of this 
surplus was taken away from the land- 
lords by the government as a special 
rent tax, which amounted to from Io 
to 40% of pre-war rents. | Buildings 
with a pre-war mortgage of 80% and 
more of their value had to pay 40%; 
even buildings with no pre-war mort- 
gage had to pay 10% of pre-war rents 
as rent tax. Consideration, however, 
was given to increased cost of mainte- 
nance and repairs. About ¥% of the 
rent-tax returns were allocated to the 
general expenditures of state and local 
governments and the other % formed 
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a fund out of which second mortgages 
at very low interest rates were given 
to finance new housing. 

From 1926 on, this special rent tax 
brought in yearly over 1,600 million 
Marks. About 800 millions were appro- 
priated for housing, resulting in the 
yearly erection of approximately 200,000 
dwellings. By the end of 1930, when the 
housing shortage had been relieved to 
a great extent, allowances for second 
mortgages were reduced to % of the 
former amount. This measure caused 
an almost complete cessation of build- 
ing with an immense increase of un- 
employment in the building trades. 

The German Federal rent-tax law left 
the individual states to determine 
methods of collection. Either a surtax 
on the existing property tax or a new 
tax in percentage of pre-war rents itself 
was used. The individual states were 
also at liberty to determine the distri- 
bution of the funds that were to be 
allocated for investment in second mort- 
gages. In Prussia and Saxony the major 
part of the tax returns was distributed 
by municipalities and districts, while 
the rest was handed over to the state 
for redistribution to those localities 
which had an abnormally large demand 
for housing, such as in new industrial 
centers or where rural settlements were 
undertaken. Bavaria and Wurttemberg 
distributed the rent-tax returns inde- 
pendently of the yields in the local 
government units. 

Generally, the distribution of housing 
loans was made by state or municipal 
agencies. In Wurttemberg and in Berlin 
a special Housing Loan Bank was es- 
tablished. Although these banking 
institutions were organized on a strictly 
business basis, political considerations 
were almost as influential as in the re- 
spective state and municipal agencies. 
The selection of projects, therefore, was 
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not always made on the basis of merit. 

The rate of interest of the second 
mortgages was generally 1% and the 
rate of amortization was 1%, making a 
fixed annual charge of 2% on the origi- 
nal amount of the loan. During the 
first five years the amortization was 
generally suspended and later payments 
were not required. The average amount 
of such a second mortgage was 4,000 
Marks per dwelling. 

The total cost per unit of 3 to 3% 
rooms averaged 10,000 Marks. The 
owner’s equity was supposed to be 10%. 
The balance was covered by a first 
mortgage; money for it was supplied by 
municipal savings banks, social insur- 
ance institutions, private and _ state 
owned mortgage banks. Private insur- 
ance companies did not participate to 
a great extent. 

The rent was calculated as follows: 





5,000 Marks first mortgage from 
private capital at 8% interest. 400 Marks 

4,000 Marks second mortgage 

from rent tax funds at 1% 
interest 40 Marks 
1,000 Marks equity at 5% interest 50 Marks 
10,000 Marks Total Cost...490 Marks 


Depreciation 1% of building cost 

(mortgaged value) of 9,000 
go Marks 

Operating expenses (management, 

janitor, water, garbage, street 

cleaning, electricity, mainte- 
nance, and insurance) 200 Marks 
Necessary Rent per Year. ..780 Marks 
Necessary Rent per Month.. 65 Marks 





The rental does not include expenses 
for steam and hot water, which are 
pro-rated separately on the basis of 
fuel costs. Real property taxes do not 
appear in the above illustration since 
new buildings, including the land, were 
generally tax-exempt for Io years after 
completion. 

The total cost for a pre-war apart- 
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ment equivalent in size, although in- 
ferior in construction and_ layout, 
amounted to approximately 6,000 
Marks. The monthly rent was about 
40 Marks as contrasted with the 65 
Marks computed above. Accordingly, 
newly built dwellings were considerably 
more expensive than pre-war ones, even 
after the rent of the latter had been 
raised by the government to 120% of 
the 1914 rates. 

Almost everywhere in Germany, 
especially in the large cities, rents for 
new apartments were too high for 
families with low incomes. This resulted 
not only from high interest rates, but 
also from excessive building costs. In 
comparison with commodity costs, 
building costs increased incommensur- 
ately. Manufacturers, wholesalers of 
building materials, contractors, and 
employees in the industry profited from 
the high prices and wages. Building 
with public capital turned out to be 
one of the most profitable enterprises 
in the country. 

There was a widespread demand for 
second mortgages at these low interest 
rates. The existing limited-dividend 
housing cooperatives and companies 
were the first to take advantage of these 
loans. Since 1900 a great number of 
such enterprises were organized par- 
tially with the assistance of progressive 
city administrations. These coopera- 
tives and companies erected small apart- 
ments at cheap rentals. The structures 
were superior to those built by the 
ordinary commercial concern. Mort- 
gages were obtained from the social 
insurance institutions which had accum- 
ulated large sums out of the compul- 
sory old age insurance. 

Notably since 1924, in addition to 
pre-war limited-dividend housing coop- 
eratives and companies, thousands of 
new enterprises grew up like mush- 
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rooms. Only a part of them were 
needed. Frequently, the promoters had 
never had anything to do with housing; 
many of them were influential members 
of political groups, city-council men, or 
“men of straw” installed by contracting 
firms. Individuals and commercial real 
estate firms also obtained second mort- 
gages out of public funds for financing 
of multi-family houses. 

All these individuals, commercial or 
limited-dividend enterprises were re- 
quired to invest a very small amount of 
capital. The 10% equity—even less 
for limited-dividend cooperatives and 
companies—could easily be watered. 
Government ordinances were disre- 
garded and many building develop- 
ments were in reality “financed at 
100%.” Simply enough, building cost 
estimates were raised to the missing 
equity, so as to result in excessive first 
mortgages. Government agencies used 
to pass quietly over such dishonest 
ways of financing. 

Rents were also raised by the custom 
of paying a considerable “premium”’ to 
the first mortgagee, amounting often to 
10% of the loan. This premium too 
was then accepted as part of the build- 
ing cost. In Berlin and other cities of 
northern Germany, thousands of apart- 
ments were rented only after payment 
of a contribution by the tenant of at 
least 400 Marks per room. Later on, 
the contributions were changed to the 
form of tenant loans to the owners, 
which were ostensibly deducted from 
the monthly rental, but in reality in- 
cluded in the original calculation by 
official authorization. Besides, rent cal- 
culations were not always made honestly 
so that the owners were quite free to 
charge whatever rents they deemed 
advantageous. 

These abuses of public loans for pri- 
vate enterprises were generally not exist- 
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ent in municipal housing developments. 
Rentals in municipal housing were rela- 
tively the lowest. The German cities, 
which already owned most of the water, 
gas, electric plants, street car lines, 
etc., claimed a large part of the rent-tax 
returns for their own housing projects. 
City ownership of these multi-family 
dwellings and one-family houses, how- 
ever, was not the rule. The larger cities 
especially preferred to organize limited- 
dividend companies, the capital stock 
of which they owned all or the majority 
of the shares. They did this not only 
for economic reasons, to keep the man- 
agement more out of politics and to 
abolish red tape, but also for other 
reasons. The German cities pledged 
themselves to their creditors not to 
mortgage their real estate. If a city 
had built houses, it would have been 
forced to raise the money for the first 
mortgages by issuing bonds. Such an 
increase of the city debt was not desired. 
For the limited-dividend housing com- 
pany, the city had only to furnish the 
relatively small capital stock, whereas 
the first mortgages were supplied as 
described earlier. The limited-dividend 
company was the dominant type of 
German low-rent housing organization. 
The cooperatives assumed a role much 
less important. 

Until 1929 there was considerable 
demand for the newly constructed apart- 
ments. The overcrowding in cities was 
such that people were willing to sacri- 
fice other necessities for the sake of 
decent quarters. Many thousands of 
those who occupied pre-war dwellings in 
the center of the cities preferred to 
move into a modern housing develop- 
ment somewhere in the landscaped 
suburbs. The new. housing projects 
found a ready market. 

With the beginning of the depression 
in Germany in 1930 and the widespread 
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unemployment and reduction of wages, 
the new projects found themselves in 
financial difficulties. Many tenants in 
the new housing projects could not meet 
their liabilities and were required to 
move back into older living quarters. 
Vacancies in new apartment buildings 
created such a loss of rent income that 
the owners could not keep up payments 
on mortgage interest. Many buildings 
went into receivership and finally were 
sold at auction. Consequently, the 
second mortgages were wiped out in 
such a procedure. 

A slight improvement occurred when 
in December, 1931 the government 
decreed a reduction from 8 to 6% in 
interest rates on long-term loans and a 
corresponding reduction in other rates. 
It was said that the saving thereby had 
to be applied to reduce rents. A year 
before a special law for limited-dividend 
housing enterprises was enacted with 
the purpose of removing the various 
abuses. But this step was taken too 
late. 

The present government has reduced 
the interest rates further from 6 to 
4%%. No figures are available show- 
ing the result of this procedure. 


Critical Comment on Financing of Low- 
Rent Housing in Germany with First 
Mortgages of Private Capital and 
Second Mortgages out of 
Public Funds 


Financing of first mortgages by pri- 
vate capital and second mortgages by 
use of public funds led to excessive costs 


of construction. More satisfactory re- 
sults would have been obtained if greater 
rigidity of control had been exercised 
over expenditures and appropriations. 
Since the funds had been raised by 
taxation and since the second mortgages 
called for low interest rates and no 
amortization, there were considerable 
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inducements for laxity in management 
of these loans. The opinion had spread 
rather widely that rent-tax mortgages 
were meant to be subsidies, which were 
to be written off some day. 

It is interesting to observe that 
another picture would have resulted if 
private capital and public funds had 
been combined not in the hands of the 
owner, but in the governmental lending 
agency. The example previously used 
showed the following mortgages: 





5,000 Marks first mortgage at 8% 
interest 
4,000 Marks second mortgage at 
1% interest 40 Marks 
9,000 Marks mortgages call 
for interest payments of... .440 Marks 


400 Marks 





This means that interest amounts to 
about 5% of the total. 

Had the government agency itself 
taken up private loans at the rate of 8% 


to be combined with the rent-tax re- 
turns on a 50-50 basis, an interest 
charge of 4%% or 405 Marks would 
have ensued to cover 8% interest on 
4,500 Marks private capital or 360 
Marks and 1% interest on 4,500 Marks 
public capital or 45 Marks. 

The financing of new building by 
means of a combination mortgage would 
have been superior in every respect. 
The government agency would have 
lent not 40% but 90% of the total cost. 
Rigid control over applications and esti- 
mates would have been a matter of fact. 
Since the government would have been 
responsible for interest returns on pri- 
vate capital, it would have been forced 
to be persistent in collecting mortgage 
interest payments. 

Still more important, however, is the 
fact that this kind of financing shows 
stability in times of depression. If 
reduced salaries necessitate lower rents, 
the owner may first relinquish any return 
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on his equity of 1,000 Marks or 50 Marks. 
He may further suspend interest pay- 
ment on the second mortgage with the 
tacit agreement of the government 
agency. The money thus saved would 
most likely offset losses from vacancies 
and would prevent any marked reduc- 
tion of rentals. The first mortgagees 
rarely consented to a reduction in inter- 
est rate; they always took legal steps 
in case payments were stopped in full 
or even in part. 

In case of a combination mortgage, 
the government agency may reduce 
interest rates during critical times, to 
be used for a reduction of rentals; 1% 
of 9,000 Marks is go Marks, to which 
may be added a reduction of equity 
returns of 3% or 30 Marks; 120 Marks 
per year or 10 Marks per month would 
thus be saved without difficulty. Ob- 
viously, further reductions would be 
possible in emergencies. 

It may be retorted that interest reduc- 
tion would result in a deficit. Now, 
government subsidies would not be 
necessary. Deficits could be covered 
with new returns of the rent tax. 

Another point speaks strongly in 
favor of the combination mortgage. 
Amortization of the mortgage is inter- 
locked with the depreciation of the 
property. Even if a building were 
erected at excessive cost, the fact could 
be discounted by continuous deprecia- 
tion and amortization of the mortgages. 
In German post-war housing, first mort- 
gage financing generally ran for periods 
of five to ten years. After the time had 
elapsed, they were renewed and a pre- 
mium had to be paid. As mentioned 
before, the amortization of the rent-tax 
mortgages was suspended for five years, 
and the waiving of amortization was 
continued over a long period. It has 
been a general practice to depreciate 
the value of a building at the rate of 
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1% per annum and to incorporate this 
depreciation in the calculation of rentals. 
As mortgages were not amortized, the 
owner could use the amount of the 
building depreciation for any purpose 
he liked. For example, years after 
erection buildings were reduced in book- 
value to the extent of 11%, while mort- 
gages still maintained the original 
amount. The buildings, then, were well 
in the red. Even an amortization of 1% 
is too small, since 60 to 70 years, not 
100 years, is generally assumed in Ger- 
many as the life of a building. 

All these difficulties do not appear if 
depreciation of the property runs par- 
allel to amortization of the mortgages. 
The amortization will be accelerated, if 
a fixed annuity is paid. For example, a 
mortgage of $100,000 is given at 1% 
interest and 1% amortization. A fixed 
annuity at 2% ($2,000) is paid each 
year until the mortgage matures. After 
the first year the amortization amounts 
to $1,000, the remainder of the capital 
is $99,000. In the second year $2,000 
annuity is paid again; for interest re- 
turns, only $990 are necessary instead 
of $1,000; the saving in interest of $10 
is applied toward the amortization, 
which increases from $1,000 to $1,0I0. 
After the second year the remainder of 
the capital is $97,900. In the third 
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year only $979 interest returns are nec- 
essary; the amortization increases to 
$1,041; the remainder of the capital 
amounts to $96,859. After 70 years the 
$100,000 are completely amortized. The 
higher the rate of interest in an annuity 
the greater is the saving in interest 
through amortization and the quicker 
the mortgage is paid off. A mortgage 
at 2% interest and 1% amortization 
(3% annuity) will mature after 55 years. 
At 3% interest and 1% amortization (4% 
annuity) it takes 47 years. 

The building should be depreciated 
at the yearly amount of the amortiza- 
tion of the mortgage. Such an amorti- 
zation is similar to the rate of the 
devaluation of the property, the amount 
increasing at an accelerated rate from 
year to year. 

The writer has proposed in a German 
periodical that a special mortgage bank 
for low-rent housing be organized. The 
aim of the bank would be to lower rents 
in new buildings and speed amortiza- 
tion. It was meant to replace all first 
mortgages to private capital and second 
mortgages out of public funds by per- 
manent combination mortgages with a 
fixed annuity. The private mortgagees 
were to receive bonds in exchange, 
guaranteed by the government. 





Consumption Characteristics of Domestic Gas 
Customers 
By W. J. CROWLEY and H. S. JACOBS* 


TTEMPTS to solve the practical 
marketing problems which face 
the gas utility industry in the 

domestic field have brought about a 
realization that, in spite of the volume 
of worth while market analysis work 
which has been done, there is never- 
theless a dearth of comprehensive data 
revealing the consumption characteris- 
tics of domestic gas customers. Far 
different is the situation in the case of 
the electric utility industry. Many of 
the electric utility companies have at 
one time or another analyzed the con- 
sumptions and demands of their domes- 
tic customers in order to determine the 
various relationships which affect, pri- 
marily, their pricing policies. As a re- 


sult, the electric industry has been pre- 
pared to adopt advanced and aggressive 
pricing and sales policies. 


Three factors in particular have 
tended to make the necessity for such 
research work appear less important to 
the gas utilities. First, there is the 
widespread use of the block rate for 
domestic gas service. Having adopted 
this form of rate, and for many years 
finding no need to change to another 
type, the gas utilities were not required 
to undertake the analyses which many 
of the electric companies found necessary 
when they were contemplating a change 
from the block form to the Wright de- 
mand form, using a measured demand 
or one estimated on the basis of socket 
count, actual connected load, or room 
count. Second, in the gas industry the 
customer’s highest instantaneous or 


* Rate Engineer and Assistant, respectively, Public 
Service Company of Northern IIlinois. 


hourly demand is of less importance in 
determining cost of service than is the 
case in the electric industry. Gas does 
not have to be made the instant it is 
consumed, and therefore the demand re- 
lationships are not quite as vital as in 
the case of electric customers. A third 
factor which has caused gas companies 
to neglect the study of consumer char- 
acteristics is the wide acceptance of the 
belief that there is no great variation 
in consumption characteristics as be- 
tween individual customers. Just how 
valid this idea is will be shown later. 

Confronted with the lack of accurate 
information on the subject, and believ- 
ing that a study of gas customer char- 
acteristics might lead to some valid 
conclusions with respect to the market- 
ing and rate problems which have 
arisen out of the new wide-open com- 
petition for the domestic market, the 
utility company supplying gas to a part 
of the territory in northern [Illinois 
outside of the City of Chicago under- 
took to analyze the consumption data of 
its domestic gas customers. This com- 
pany was in a particularly favorable 
position to undertake such a survey. 
It supplies both gas and electricity in a 
large territory containing customer 
groups of a wide range of incomes, 
living habits, and means of livelihood. 
Furthermore, it supplies electricity for 
domestic service under a room-count 
type Wright demand rate, thus having 
a record of room-count of the homes of 
domestic gas customers. This latter 
factor enabled the company to make 
some distributions of consumption data 
on the basis of size of home which 
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otherwise could not have been under- 
taken because of prohibitive cost. 

The material used in the analysis 
was obtained from the meter reading 
sheets. An adequate representation of 
the domestic gas accounts was chosen 
by random sampling, great care being 
exercised to eliminate any errors of 
bias. For example, the accounts were 
so selected that the percentage of cases 
taken to total number of cases for each 
community was equal to the percentage 
of all cases selected to the total number 
of gas accounts. Moreover, after deter- 
mining the number of cases to be taken 
for each community, that number of 
cases was so selected that each section 
of the community was adequately rep- 
resented. The data were collected on 
cards by means of key-punch machines 
and afterwards sorted and tabulated 
mechanically. (In the effort to get as 
much worth while information as pos- 
sible, the number of separate family 
living quarters in each dwelling was 
listed on the meter sheets by the meter 
readers during the month prior to the 
starting of the survey.) 

The results of the survey, particularly 
those distributions of number of bills 
and consumptions by type and size of 
dwelling, are very interesting and in 
some cases startling. Naturally, in the 
suburban area involved in this survey, 
most of the dwellings are single-family 
homes. It is interesting to note, there- 
fore, that only 63% of the company’s 
gas customers live in_ single-family 
homes. The percentage varies between 
communities, being about 50% in the 
urban territory just outside the city 
limits of Chicago, and increasing to 90% 
in the communities lying in the farming 
districts in the southern part of the 
territory served by the company. The 
percentage of customers in single-family 
homes in the urban territory just outside 


the Chicago city limits appears to be 
low because the cumulative. effect of 
large apartment buildings is usually 
overlooked or minimized. The distribu- 
tion of the customers according to type 
of dwelling is as follows: 


Single-family dwellings 

Two-family dwellings 

Three-family dwellings 3.1 
Four-or-more family dwellings 12.6 


This information sheds some light on 
the problem of scope of market. For 
example, practically every domestic gas 
customer has a gas range. Relatively 
few have automatic gas water heaters. 
The domestic market for such water 
heaters is limited to single-family and 
two-family dwellings. Naturally, the 
gas industry is aware of the fact that 
type of dwelling is one of the limiting 
features in the water-heating and space- 
heating market, yet frequently satura- 
tion data for appliances of this type 
are based upon total number of custom- 
ers. This one factor will in many in- 
stances explain otherwise unexplainable 
differences in saturation percentages. 
Even more interesting than the dis- 
tribution of customers according to type 
of dwelling is the spread between con- 
sumptions of the different groups. Figure 
I shows that there is a wide range be- 
tween the average consumptions of the 
customers in single-family homes and 
those in multiple-family homes. The 
average customer in the single-family 
dwelling uses 45% more gas than the 
average customer in the two-family 
dwelling, 66% more than the average 
in a three-family dwelling, and 116% 
more than the average in a four-or-more 
family dwelling. This relationship, 
particularly the spread between the 
consumption of customers in the one- 
family and the four-or-more family 
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dwellings, becomes more significant in 
view of the fact that the field for expan- 
sion of domestic gas sales is definitely 
limited in the case of customers in 
the Jarge apartment buildings, whereas 
for customers in single-family homes, 
and to a lesser extent, those in the two- 
and three-family dwellings, there is much 
room for development. 





FIGURE I 
AVERAGE CONSUMPTION PER CUSTOMER 


ACCORDING TO TYPE OF DWELLING 
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This information is of more than 
passing interest. It has some signifi- 
cance in connection with social trends. 
One of the factors which makes apart- 
ment homes attractive is the complete 
absence of responsibility for operation 
of household conveniences such as water 
heaters and furnaces. Economical, 
automatically-operating household 
equipment will tend to make the single- 
family home more popular. A great 
amount of effort is being devoted in 
this direction, particularly by electric 
equipment manufacturers. The gas in- 
dustry must keep in step with this trend 
if it wishes to secure its share of the 


business in new single-family homes. 
Now this information concerning con- 
sumption by type of dwelling merely 
sets out with exactitude for one com- 
pany certain relationships of which the 
gas utilities are more or less aware, but 
which are far more useful on a quanti- 
tative basis than they are on a conjec- 
tural basis. However, the survey brought 
out a relationship with which the gas 
utilities are not so well acquainted. This 
relationship is significant particularly in 
regard to such problems as the deter- 
mination of cost of service furnished to 
the various groups of domestic custom- 
ers, and it throws more light on the 
subject of the “less profitable customer.” 
When the monthly consumptions of the 
various groups of customers were dis- 
tributed to determine the variation of 
use with the season, it was discovered 
that the annual load curves of custom- 
ers in large apartment buildings was en- 
tirely different from those of the other 
three groups (Figure II). Whereas the 
latter made the greatest use of the 
service in the spring and fall, particu- 
larly in May and September, the maxi- 
mum consumption by customers in 
four-or-more-family homes fell in the 
winter peak period. From the shape 
of the load curves on Figure II, it is 
apparent also that the load factor of 
customers in large apartment buildings 
is lower than that of the other three 
groups of customers. The natural re- 
sult of such a combination of factors is 
higher relative demand costs in the case 
of customers in large apartment build- 
ings.! It is apparent, therefore, that these 
customers as a group will tend to fall in 
the “Less Profitable’’ classification. 
Correlative information on this sub- 
ject was brought out in one of the 
analyses of minimum bills, the results 


1 This factor is, of course, offset to some extent by 
lower investment per customer in services and distri- 
bution mains, and reduced cost of meter reading, etc. 
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FIGURE IT 
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of which are shown in Table I. These 
data portray vividly the relative value 
of the business of each customer group. 
It is interesting to note that, in this 
particular territory, the number of mini- 
mum bills rendered to customers in 
single-family homes is absolutely, as 
well as relatively, less than the number 


Taste J. Minimum Britt Data—Domestic 
Gas CusToMERS 





Average 
Number of 
Minimum 

Bills per 
Minimum 


Percentage | Percentage 
of Custom- of 
ers Having | Minimum 
Minimum Bills 
Bills to | Rendered 
Total to Total Bill 
Number of | Number | Customer 
Customers | of Bills per 
Rendered | Annum 


Type of 
Dwelling 





3-48 
3.62 
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rendered to customers in four-or-more 
family dwellings, the former being only 
70% of the latter. (The number of 
customers in single-family homes is five 
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times as large as the number in four-or- 
more family dwellings.) 

All the foregoing information should 
result in a keener appreciation of the 
importance of the single-family dwelling 
to the gas utility industry. 

Although the gas industry has a gen- 
eral knowledge of some of the customer 
characteristics which were discussed in 
the foregoing paragraphs, the customer 
analysis brought out one characteristic 
which has quite generally escaped notice 
heretofore. The relationship referred 
to is that of the average monthly con- 
sumption of domestic gas customers to 
the size of the home (number of rooms). 
The prevailing idea, expressed briefly, 
is that, although use of electricity in 
the home is proportional to the number 
of rooms, use of gas is not. In support 
of this idea it is usually suggested that 
electricity can be and is used in every 
room, whereas gas is used ordinarily 


only in the kitchen, or in the kitchen 
and basement, and as a result con- 
sumption cannot bear any relationship 


to number of rooms. This idea was 
definitely disproved when the customer 
data were distributed according to the 
number of rooms per home. Figure III 
shows the average number of therms? 

2 Although the mean is a valuable aid in grasping the 
significance of statistical data, it does not give a very 
satisfactory description of the structure of a frequency 


distribution. For that reason, the median and quartile 
values expressed in therms are shown: 
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FIGURE IIT 
VARIATION IN AVERAGE MONTHLY CONSUMPTION OF GAS 
ACCORDING TO NUMBER OF ROOMS IN THE HOME 
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per bill for various numbers of rooms 
per home. There is a definite increase 
in consumption per bill for each size of 
home over the next smaller size. For 
the very small homes this increase is 
not proportional to the number of rooms, 
but that deviation should be expected 
as very nearly the same relationship is 
shown in studies of average consump- 
tion per bill of domestic electric custom- 
ers in small homes. The consumptions 
of customers in 13-room and _ larger 
homes were grouped to avoid the irregu- 
larities which arise where the number 
of samples in each class becomes rela- 
tively small. 

The close relationship between size 
of home and average consumption per 
bill is better revealed in Figure IV, 
which shows the average number of 


3 Gas supplied in the major portion of the territory 
covered in the survey referred to in this article has a 
heating value of 800 B.t.u. per cu. ft., each therm being 
pherefore the equivalent of 125 cu. ft. of gas. 


therms’ per room for each size of home. 
These values were obtained by dividing 
the average therms per bill as shown in 
Figure III by the number of rooms per 
home. It is evident from this chart 
that, over the range which includes the 
vast majority of homes, average therms 
per bill are directly proportional to 
number of rooms-per home. Thus the 
conclusion must be made that the con- 
sumptions in general are more than 
roughly proportional to the number of 
rooms per home. It is interesting to 
note, moreover, that as the size of the 
home increases, the average number of 
therms per room does not tend to de- 
crease; instead, there is a definite and 
fairly regular increase (except, of course, 
in the case of the I-, 2-, and 3-room 
dwellings). The average per room for 
“all over 12-room” dwellings is lower 
than the average for Io-, I1-, and 12- 
room dwellings. This effect arises out 
of several causes, one being, in all 
probability, a slight variation from the 





FIGURE IV 
VARIATION IN AVERAGE MONTHLY CONSUMPTION OF GAS 
PER ROOM ACCORDING TO NUMBER OF ROOMS IN THE HOME 
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proportionality existing between size of 
home and average consumption per bill 
in homes from 4 to 9 rooms. It might 
be well to point out that, in obtaining 
the data which were analyzed to de- 
termine the relationships being dis- 
cussed, all domestic space-heating cus- 
tomer consumption statistics were elimi- 
nated. Therefore, the increase in con- 
sumption per home as number of rooms 
increases is in no way a result of the use 
of gas for space-heating purposes in the 
larger homes, excepting, of course, the 
incidental use of gas logs and similar 
appliances. Even in smaller homes, 
however, the gas range is used for 
space-heating purposes on cold morn- 
ings; therefore, the element of space- 
heating is present in some degree in 
each home-size group. The proportion- 
ality in Figures III and IV was found 
to be present not only in the case of 
single-family homes, but also in the 
case of consumptions of customers living 
in 2-, 3-, and 4-or-more-family dwell- 
ings. 

It has been demonstrated that the 
average consumption of gas varies with 
size of home almost exactly as does the 
consumption of electricity. Some ques- 
tion might arise, however, as to the 
distribution of the individual consump- 
tions with respect to the mean for each 
home size. Some evidence of the regu- 
larity of that distribution can be gained 
from a study of the median and quartile 
values (see footnote 2). Those values 
do not, however, enable the observer 
to tell whether or not the individual 
consumptions cluster more closely about 
the mean than is the case in the distri- 
bution of electric consumptions by 
home sizes. In order to bring out the 
relative compactness of the distribution 
of consumptions about the means, the 
standard deviation from the mean was 
calculated for each home size, for both 
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the electric and gas consumption dis- 
tributions. Since the results were ex- 
pressed in kilowatt-hours and therms 
respectively, it was necessary to reduce 
these units to a comparable basis. This 
was done by relating the standard 
deviation in each case to the mean, 
expressing the standard deviation as a 
percentage of the mean. The values 
thus determined are shown on Figure 
V. It will be noted that in every in- 
stance the individual gas consumptions 
are grouped more closely about the 
mean than are the electric consumptions. 

The foregoing information on varia- 
tion in gas consumption with size and 
type of home definitely disproves the 
belief that there is no relationship be- 
tween size of home and consumption 
of gas, and that each gas range uses Io 
therms of gas per month, each auto- 
matic gas water-heater uses 30, and so on. 





FIGURE V 
RELATIVE VARIABILITY OF INDIVIDUAL CONSUMPTIONS 
FROM THE MEAN FOR EACH SIZE OF HOME 
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‘The electric consumption distributions were de- 
termined by means of surveys made from time to time 
of consumption characteristics of domestic electric 
customers served by Public Service Company of North- 
ern Illinois. 
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It proves, moreover, that the consump- 
tion characteristics of domestic electric 
and gas customers are quite similar. In 
addition, the information shown on 
Figure V appears to be a sound basis 
for the conclusion that development of 
use of gas could be stimulated success- 
fully through the use of the room-type 
rate. In fact, the closer distribution 
about the mean in the case of the gas 
consumptions indicates that there would 
be less chance of irregularities resulting 
from extreme cases than there would be 
from extreme electric consumptions 
where the room-type rate is used. It 
appears that the variations in consump- 
tion which have been revealed are evi- 
dence that a type of rate more promo- 
tional than most block rates must be 
adopted by the gas utility if it is to 
exploit successfully such potential mar- 
kets as, for example, the domestic water- 
heating market. However, the determi- 
nation of the best type of rate for 
domestic gas service does not fall within 
the scope of this discussion. Instead, 
the purpose is to point out that the 
basic consumption differences which 
justify use of a rate more promotional 


than the ordinary block rate do exist 
in the case of the use of gas for domestic 
purposes. 

The weight of the evidence presented 
thus far seems to be sufficient to prompt 
the conclusion that some of the postu- 
lates which have been accepted for years 
in the gas industry must be revised in 
the light of newly revealed facts. In 
this survey alone the data obtained pro- 
vide the basis for a distinctly new con- 
cept of the consumption characteristics 
of customers in the domestic group. 
Even if this information were not essen- 
tial for the most effective solution of 
problems of immediate importance now 
facing the gas industry, it would still 
be of great value since it gives a truer 
understanding of the characteristics of 
the most important class of customers 
served by the gas industry. There is 
room for a great amount of additional 
study on this subject and it is hoped 
that this article will provide the stimulus 
for that work, since similar data for 
other territories will be required to en- 
able the gas industry to reach conclu- 
sions in regard to this subject on a 
national scale. 
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The Limit of Economic Justification for Flood 
Protection 
By GILBERT F. WHITE* 


nomic justification for providing 

protection from floods involves 
some of the most difficult economic and 
geographic problems associated with 
formulation of programs for water use 
and control. 

All streams in their natural state ex- 
perience fluctuations in discharge from 
season to season and from year to year 
which cause variation in the extent and 
depth of inundation of their flood plains. 
In adjusting his use of a given part of a 
flood plain to conditions of flooding, 
man has the choice of occupying the 
land at the hazard of occasional flood- 
ing, of occupying it with partial or com- 
plete protection, and of staying out of 
the flood plain entirely. This range of 
choice applies to lands which have been 
occupied in spite of, or without knowl- 
edge of, a flood menace as well as to 
those which are unoccupied because of 
floods or for other reasons. Numerous 
flood plains have been settled in com- 
plete ignorance of the overflows which 
some day will occur. Many others have 
been encroached upon knowingly by 
interests willing to risk flood damage in 
order to utilize fertile alluvial soils, 
navigable waters, water supply and 
waste disposal facilities, or other natural 
resources not as readily available out- 
side of the plain. 

Whatever the present use, one of the 
fundamental questions which may be 
raised in connection with every incom- 
pletely protected flood plain is whether 
or not the costs of possible protection 
works are commensurate with the bene- 


* Associate Research Technician, Water Resources 
Committee of the National Resources Committee. 


| yore of the limit of eco- 


fits to be derived therefrom. There is 
clearly an economic limit to the justified 
expenditure for protecting any individ- 
ual area, but the question remains of 
how this limit may best be determined. 
In broad outline, the proper solution 
would seem to comprise: (1) estimation 
of benefits accruing from possible pro- 
tection work, (2) estimation of costs of 
protection, and (3) comparison of costs 
and benefits for various degrees of pro- 
tection. 

At present there is lack of agreement 
among interested technicians as to the 
most effective method of applying this 
general procedure to specific cases, a 
disagreement which springs in large 
measure from two basic problems of the 
social economics of conservation of nat- 
ural resources. As outlined by Gray, 
these are the old problems of defining 
social criteria by which benefits and 
costs may be evaluated, and of dis- 
counting future benefits.! 

Notwithstanding the huge expendi- 
tures for flood protection during the 
past 20 years, only a slight amount of 
attention has been paid to the economic 
justification for the works constructed. 
Detailed study of flood protection has 
been restricted for the most part to de- 
termination of engineering practicability. 
Several relatively efficient and stand- 
ard methods of estimating benefits have 
been developed by agricultural engi- 
neers for cases where protection is a 
corollary of drainage of wet lands for 
agricultural use, but these methods have 
been designed primarily to assist in the 

1L, C. Gray, “Economic Possibilities of Conserva- 
_ 27 Quarterly Fournal of Economics 518-9 (May, 
1913). 
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allocation of costs, rather than to fur- 
nish a basis for judging the economic 
feasibility or non-feasibility of the pro- 
posed works. The lack of careful eco- 
nomic analysis in the past has been the 
consequence in part of vague public 
policy with respect to the two funda- 
mental issues noted above. It has been 
attributable in larger measure to the 
fact that benefits to be derived from 
protection of many wet lands and cer- 
tain cities have been so great relative 
to costs that the feasibility of protec- 
tion work has been apparent on super- 
ficial inspection.? 

As appropriate remedial measures are 
developed for areas of that type, an in- 
creasing proportion of less clear-cut cases 
will be subject to study, and therefore 
the need for refinement of method of 
estimation will increase. The publica- 
tion during the past five years of the 
“308” investigations of the United States 
Corps of Engineers already has focussed 
attention on problems of estimation,’ 
because a large proportion of the scores 
of possible flood-control projects ex- 
amined in those studies are reported 
as being of doubtful feasibility. More- 
over, the method of analyzing economic 
justification differs greatly from one re- 
port to another, no less than a dozen 
distinctive methods having been em- 
ployed. 

The significance of methodology as it 
affects the design of protection works is 
well illustrated by the federal program 
of flood control in the alluvial valley of 
the lower Mississippi River. After the 
great flood of 1927 had caused property 
damage in excess of $200,000,000, and 
had demonstrated the impracticability 


2 However, a number of insolvent and abandoned 
drainage districts now bear testimony to the inade- 
quacy of rough analyses which have been made in the 
past. 

3 These reports, made under the provisions of the 
River and Harbor Act of January 21, 1927, in accord- 
ance with House Document No, 308, 69th Congress, 


of the old levee system, a new plan of 
protection was framed in terms of con- 
siderations which later were reviewed as 
follows: 


“From such records as are available of 
actual property loss it appears that the 
average annual flood loss . . . , is $6,000,- 
000 over territory within the range of the 
waters of the main stream. Due to the un- 
reliability of the record and for the sake of 
liberality, this figure may be raised to 
$10,000,000. This assumption indicates 
that the amount that should be expended by 
the Federal Government at this time on this 
flood-control project is not in excess of 
$200,000,000, interest being taken at 5 
percent. 

“The adopted project carries an authoriza- 
tion of $325,000,000, of which $100,000,000 
may be charged to navigation and $25,000,- 
000 to the protection of life in centers of 
population, leaving $200,000,000 as of gen- 
eral application for flood protection. The 
adopted project, in view of these figures, 
may be taken as economically sound; and 
any other project whose cost is greatly in 
excess of the adopted project may be con- 
sidered as economically unsound if con- 
sidered from the single standpoint of the 
protection of the existing property values 
within the reach of the waters of the main 
stream or its backwaters.’ 


At the time the foregoing estimate was 
prepared the magnitude of the lower 
Mississippi problem, certain legal limi- 
tations, and the urgency of prompt 
remedial action seem to have precluded 
the making of detailed measurements 
of benefits of the type previously em- 
ployed by private engineers on several 
smaller projects. Nevertheless, the va- 
lidity of the estimate may be questioned. 
Did it utilize the most effective method 
of determining the limit of economic 
justification? Was the established limit 
Ist Session, present comprehensive studies of the con- 
trol of floods and the use of streams for navigation, 


irrigation, and water power in most of the major drain- 
age basins in the United States. 

41st Congress, 3rd Session, “Control of Floods in 
the Alluvial Valley of the Lower Mississippi River,” 
House Document No. 798, p. 4. 
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excessive? Or is there a possibility that 
expenditures several times the estimated 
limit of $325,000,000 actually were 
warranted, in which event a compre- 
hensive system of reservoirs would have 
been justified on economic grounds? 

Similar questions may be asked con- 
cerning most other methods now in use 
for estimating economic justification, 
but no clear-cut answers are forthcom- 
ing. Indeed, it is doubtful whether, in 
view of the peculiar characteristics of 
floods and flood damages, estimation 
can ever attain any other status than 
that of a rough guess. The salient prob- 
lems which make difficult the estima- 
tion of benefits, the estimation of costs, 
and the comparison of benefits and costs 
are reviewed briefly in the following 
pages. These problems are discussed 
solely with the view of describing and 
clarifying points at issue, and special 
emphasis is given those points involv- 
ing broad public policy.® 


The Estimation of Benefits 


The chief steps in the estimation of 
benefits resulting from a given amount 
of protection are (1) the identification 
of benefits, and (2) their measurement. 
Each step is linked closely with the 
other. On the one hand there is a wide- 
spread inclination to take into account 
only those benefits which are measured 
easily, and, on the other, a reluctance 
to attempt to measure items which are 
not conceded by all interests to be indices 
of benefits. 


A. Classes of Benefits 


Benefit is considered in this discussion 
to be the gross increase in productivity 


5 For discussions of the problems of financing public 
flood protection works see: H. L. Lutz, “Financing 
Flood Control Measures in the Mississippi River Val- 
ley,” 5 Journal of Land & Public Utility Economics 
169-175 (May, 1929) and Public Works Administra- 
tion, Mississippi Valley Committee, Report (Washing- 
ton: Government Printing Office, 1934), pp. 27-9 and 
217-20. 


resulting from elimination or reduction 
of the hazard of overflow. The increase 
may represent prevention of flood dam- 
age which would be experienced were 
it not for flood protection, or it may 
take the form of potential new income 
which would not be produced while the 
flood hazard existed. Benefit may also 
be classified according to whether it ac- 
crues to specific realty and interests 
directly affected by floods, or to the 
public at large.® 

1. Existing vs. Potential Benefits. If 
it be assumed that no change were to 
occur in the economic activity of a 
flooded area following completion of pro- 
tection works, the increase in produc- 
tivity would be equivalent to the losses 
in goods, services, and human life which 
would result from flooding were it not 
for protection. These may be termed 
the existing benefits. They constitute 
the human energy which otherwise 
would be wasted by floods. However, 
if it be assumed that a change in use 
of land were to take place as a conse- 
quence of protection, and that additional 
increments of income were to be devel- 
oped thereby, the increase in produc- 
tivity would include new income pro- 
duced as well as old income preserved. 
The new increments in capacity may be 
termed the potential benefits. The dis- 
tinction between existing and potential 
benefits resembles the distinction be- 
tween preservation and reclamation. One 
presupposes maintenance of the status 
quo, the other implies possible expan- 
sion of productive capacity. 

Where a city such as Columbus, Ohio 
has so encroached. upon the flood plain 
that densely built-up portions of its 


6 Other classifications of benefits have been suggested 
but the writer believes that these two are sufficient for 
the purposes of this general discussion. Tangible and 
intangible, and direct and indirect, are used in certain 
studies of benefits as being synonymous with measur- 
able and immeasurable, although there is no stand- 
ardized usage. 
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central business district are subject to 
occasional damaging floods, potential 
benefits may be relatively unimportant 
by comparison with existing ones. Little 
change in intensity and type of land 
occupancy in areas of that type may be 
expected to result from consummation 
of a flood-control program unless the 
program requires alteration of street or 
drainage location. On the other hand, 
where a large portion of the flood plain 
in an urban area is not occupied or is 
settled very sparsely, existing benefits 
may be slight by comparison with po- 
tential benefits. Thus, contraction of 
the flood plain of the Trinity River in 
its course through the City of Dallas 
had the objective of reclaiming wide, 
unoccupied flat lands for future manu- 
factural and commercial use.’ 


The contrast is even more striking in 
cases where cultivable lands are subject 
to overflow. Potential benefits in an 
agricultural area can be identified only 
in terms of a proposed type of farming 
assumed to be properly adjusted to the 
environment of the area when protected. 
If the type of farming under flood hazard 
is identical with that contemplated 
under conditions of protection, and if 
all cultivable land is occupied, then po- 
tential benefits would be negligible. 
However, on many flood plains the farm- 
ing system, having been adjusted to 
frequent flooding, would undergo change 
if protection were to be provided. On 
many others no agriculture whatsoever 
has been developed, and all benefits 
would be potential. The recognition of 
potential benefits has, indeed, been a 
basic principle in determining the feas- 
ibility or non-feasibility of drainage for 
agricultural lands.® 

Flood-control studies conducted by 

7 Albert S. Fry, “Dallas Reclaims 10,000 Acres in 


the Heart of the City,” 103 Engineering News-Record 
804 (November 21, 1929). 


the Corps of Engineers in the lower 
Mississippi River basin and other basins 
have been confined by precedent to 
analysis of existing benefits, as is illus- 
trated by the example already cited and 
by the following opinion rendered by 
the Supreme Court: 


“The conditions existing in the valley of 
the river demonstrate that the work of the 
Mississippi River Commission and of the 
various State Commissions, in constructing 
the series of levees from Cairo to the Gulf is 
for the purpose of prevention of destruction 
and improvement of navigation by confining 
the river in its bed and is not for purposes 
of reclamation.’’® 


The established federal policy of 
ignoring potential benefits in unoccu- 
pied areas has been defended on the 
ground that the object is preservation 
rather than reclamation, but where rec- 
lamation is an inseparable corollary of 
preservation the exclusion of potential 
benefits is purely arbitrary. Potential 
benefits accrue irrespective of whether 
or not they are evaluated. Here, then, 
is one of the major social problems of 
flood protection: shall a public under- 
taking take account of potential bene- 
fits? 

2. Special vs. General Benefits. Bene- 
fits, whether they be existing or poten- 
tial, also may be classified according to 
their incidence. Those accruing to a 
specific piece of property or interest so 
as to increase its productivity in a 
manner different from the entire com- 
munity may be termed special benefits. 
Those shared by the general public may 


8 Bernard A. Etcheverry, Land Drainage and Flood 
Protection (New York: McGraw-Hill, 1931), p. 282. 

9 Cubbins v. Mississippi River Commission, 241 U. S. 
351 (1916). 

The controversy surrounding this issue as presented 
in the lower Mississippi flood-control project is sum- 
marized in 7oth Congress, 1st Session, Frank R. Reid, 
“Flood Control in the Mississippi Valley,” House Re- 
port No. 1072, pp. 12, 14-5, 148-53, and 155-8. 
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be termed general benefits." This is a 
distinction between increments attach- 
ing specifically to economic activity 
within the overflowed area, and those 
accruing to the public at large both 
within and without the area. 

To the first named class belong those 
benefits resulting from prevention of 
losses of inventory (crops, stocks of 
goods, and wild life), losses of means of 
production (soil, factories, commercial 
buildings, bridges, railways, and high- 
ways), and losses of durable consumer 
goods (clothing and shelter)." In an 
agricultural area they include the total 
increase in the income-producing capac- 
ity of the land as represented by gain 
of crops, live stock, soil, buildings, and 
implements which otherwise would be 
lost. Drainage enterprises have in most 
cases recognized improvements in con- 
ditions affecting health, improvements 
in accessibility, elimination of the in- 
convenience of evacuating dwellings in 
time of flood, reduction of hazard of 
loss of life, and any other factors which 
have the effect of increasing the selling 
value of the land to be special benefits.” 
In an urban area special benefits include 
prevention of injury to physical prop- 
erty, elimination of the expense and in- 
convenience of evacuating buildings tem- 
porarily, improvements in conditions 
affecting health, and prevention of in- 


10 The legal usages of these two terms as developed 
in the assessment of drainage and other local improve- 
ments may be cited from Ballentine’s Law Dictionary, 
1930, p. 1217: 

“Some courts hold that only those benefits are special 
which directly and physically operate upon the par- 
ticular property in a manner different from and not 
shared in common by other property in the neighbor- 
hood and which enable the owner to use it with greater 
advantage; and that all other benefits which increase 
the value of the particular property in the neighbor- 
hood are general benefits. Other courts hold that if 
property is enhanced in value by reason of the improve- 
ment, as distinguished from the general benefits to the 
whole community at large, it is specially benefited, 
and is to be assessed for special benefits although every 
other piece of property upon or near the improvement 
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terruption in business. Special benefits 
as identified here include most of the 
so-called “tangible” and “direct” bene- 
fits mentioned by the Corps of Engineers 
in its studies, but the class is also con- 
sidered to contain certain of the less 
tangible and so-called “immeasurable” 
benefits noted above as recognized by 
drainage districts..* Dangers of loss of 
business or loss of life are factors diffi- 
cult of measurement which nevertheless 
bear a marked relation to productivity 
of property in an area of flood hazard. 

To the class of general benefits belong 
such items as prevention of interrup- 
tion in mail, freight, and passenger 
traffic, of disruption of commercial or- 
ganization outside the flooded area, of 
damage to public health, of social insta- 
bility induced by the flood hazard, and 
of other conditions affecting the pros- 
perity of the entire community or the 
nation. Just as a town serving the farm- 
ers on a newly reclaimed flood plain 
may prosper from the reclamation, so 
may an entire city gain from protection 
of one component part, and so, too, 
may the nation reap substantial bene- 
fits from the prevention of a disaster 
which affects every aspect of the na- 
tional life as profoundly, for example, 
as did the Mississippi flood of 1927." At 
present there is no common agreement 
may be more or less likewise specially benefited.” 

11 National Resources Board, E. Johnston Coil, 
“Identification of Benefits from Public Works,” Report, 
December, 1934, pp. 366-368. 

12U.S. Department of Agriculture, George R. Boyd, 
“Drainage District Assessments,” Department Bulle- 
tin, No. 1207, pp. 11-18 (1924). 

1373rd Congress, 1st Session, “Cumberland River, 
Kentucky and Tennessee,” House Document No. 38, 
pp. 60-61. 

14 Boyd, op. cit., pp. 13-14. 

18 For a brief account of some of the effects of this 
flood on the nation’s business organization see: Na- 
tional Bank of Commerce of New York, “Economic 
Effects of the Mississippi Flood,” 9 Commerce Weekly 
24-30 (June, 1927). The American Red Cross pub- 


lishes detailed reports on flood disasters for which it 
has directed relief activities. 
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as to the exact nature of what are here 
termed general benefits. Recognition 
has been given to them as a class, but 
not as individual items. Two typical 
definitions of the class are as follows: 


~ 

“When a community is involved, as is 
usually the case, these difficulties [of esti- 
mating benefits] are greatly multiplied, not 
only because of the many properties to be 
considered but because public utilities, some 
of which are almost indispensable as con- 
tinuing functions, have a relation to public 
welfare entirely out of proportion to their 
physical value. Here are involved benefits, 
some of them intangible, to the community 
as a whole,’’! 


and, 


«“ 


. such a general interruption of 
commerce would itself have a deterring 
effect upon the business of the nation gen- 
erally,”!” 


No intensive studies directed at precise 
identification of these diffused effects 
have been made. Prevention of disrup- 
tion of business activity and of commu- 
nication are real benefits, but expendi- 
tures for relief of flood sufferers, and 
increases in taxable property value are 
examples of items sometimes referred 
to as general benefits which are in fact 
indices of special benefits. General 
benefits comprise many of the so-called 
“tangibles” noted by the Corps of 
Engineers and other agencies, but, as 
has been suggested, some of the intan- 
gibles are special, and, conversely, cer- 
tain of the tangibles, like prevention of 
delay in movement of mail, are general 
in character. 

The extent to which general benefits 
should be recognized in public flood- 
protection undertakings remains an open 
question. 

3. Flood Protection and Land-Use 


16 Mississippi Valley Committee, op. cit., p. 27. 

7 Reid, op. cit., p. 121. 

18 Arthur A. Shurtleff, ““Flood Destruction and Town 
Planning,” 4 City Planning 62-64 (January, 1928); 


Planning. Inherent in every estimation 
of benefits is a specified use of the land 
affected by protection. If the benefits 
are restricted to the existing ones, a 
preservation of the existing system of 
land-use is implicit in the estimate. If 
potential benefits are evaluated, one or 
more possible plans for extended or 
changed land-use is presupposed. Thus, 
public participation in any protection 
scheme contains either a direct or a tacit 
approval of anticipated uses of the pro- 
tected land. 

Agricultural engineers commonly have 
assumed that the type of farming in a 
reclaimed area would conform to that 
in near-by areas, and the engineers in- 
terested in the protection of cities have 
concerned themselves chiefly with the 
preservation of existing land uses. The 
possibilities of integrating flood-protec- 
tion schemes with general plans for city 
and rural land use are great,!® but they 
have been neglected for the most part. 
Certain projects have run counter to 
the best interests of the community as 
a whole, and others have been executed 
without attention to their potential 
utility as instruments of social change. 
The Mississippi Valley Committee is 
more emphatic on this point than any 
other federal agency, as is suggested 
by its recommendation that no protec- 
tion be given to agricultural areas in 
the Mississippi Delta unless appropriate 
measures are taken to insure an im- 
provement in present unsatisfactory 
conditions of living.!® 

Land planning has additional impor- 
tance as it relates to the feasibility of 
reducing flood wastage by means other 
than protection. It seems entirely pos- 
sible that in some flood plains changes 
in location and structure of buildings, 
Morris Knowles in “Discussion on Flood Problems,” 
85 Transactions of the American Society of Civil Engi- 


neers 1§24-1525 (1922). 
19 Mississippi Valley Committee, op. cit., p. 203. 
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or modifications of farming system may 
yield net gains greater than those from 
control or preventive works. Further- 
more, if protection of a settled area is 
shown to be not justified, it may be 
necessary to develop substitute uses of 
the land. 

It is apparent that any evaluation 
of benefits must take into account the 
relation of the contemplated protection 
to programs of urban and rural land use 
if the full social significance of both 
existing and potential benefits is to be 
recognized. A private enterprise would 
pay little attention to these considera- 
tions. Whether or not public enter- 
prises will give full weight to them hinges 
on public policy yet to be formulated. 


B. Measurement of Benefits 


Past efforts to assign quantitative 
value to flood-protection benefits have 
been confined for the most part to 
measurement of the more tangible as- 
pects of special benefits, although some 
few rough attempts to measure general 
benefits have been made. 

ZI. Measurement of Special Benefits. 
Two major methods are in general use 
for evaluating those benefits which ac- 
crue to special realty or interests. One 
is based on the assumption that all the 
damages resulting from past or hypo- 
thetical floods which might be pre- 
vented are the equivalent of benefits. 
This may be termed the damages method. 
The other assumes that the differential 
in market value of a given piece of 
property before and after flood-protec- 
tion works have been constructed is 
equivalent to the benefits derived from 
protection. This may be termed the 
differential method. Both methods rep- 


20Good discussions of the technical problem of es- 
timating flood occurrence are found in Allen Hazen, 
Flood Flows: A Study of Frequencies and Magnitudes 
(New York: John Wiley and Sons, 1930), and Adolph 
F, Meyer, The Elements of Hydrology (New York: 
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resent attempts to gauge the present 
worth or value of future protection: the 
one in terms of a projection of past 
damages into the future, the other by 
means of present estimates taking into 
account probable future damages and 
other factors as well. 

By means of probability analysis of 
hydrologic data it is possible to estimate 
in a very rough manner the magnitude 
of flooding which will occur on the aver- 
age of once in five years, once in ten 
years, and for any other frequencies up 
to great floods having an annual chance 
of recurrence of as little as % of 1%, 
that is, once in 1,000 years.2° In any 
single estimate of justification the de- 
gree of protection—the frequency and 
magnitude of the largest flood for which 
control works are designed—is utilized 
as a basis for measuring benefits even 
though the calculation of frequency may 
be subject to high probable error. Com- 
mon practice also assumes a number of 
different maxima in order to determine 
the maximum degree of protection com- 
mensurate with cost. 

The chief variations of the damages 
method may be illustrated by examples 
of “308” report estimates of benefits 
which would accrue from the protection 
of agricultural lands along the Missouri 
River from St. Joseph, Missouri to the 
mouth. In this instance the engineers 
submitted a number of alternative esti- 
mates, the three most important of 
which were calculated as follows: 


A. “The average annual damage com- 
puted from the past period of record (29 
years), capitalized at 5 percent to indicate 
the total justifiable expenditure.” 

B. “The average annual loss computed 
from future damages estimated over a 


John Wiley and Sons, 1928), pp. 329-387. 

The most comprehensive treatment is in U. S. 
Geological Survey, Clarence S. Jarvis and Others, 
“Floods in the United States”, Water Supply Paper, 
No. 771, 1936. 
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100-year period, capitalized at 5 percent.” 

C. “The present worth of the flood 
damages, capitalized over the period of 
flood frequency.” 


Method A assumed that the 29 years 
of record were a fair sample of the future, 
and that damages similar to those ex- 
perienced in the past would continue 
indefinitely. Method B was based on 
an estimate of the hypothetical losses 
which would occur if all the floods of a 
frequency of more than 1%—that is, 
once in 100 years—were to occur over 
a 100-year period. This required inter- 
polation of damages for many floods 
which had not been experienced in the 
29 years of record. The 100-year flood 
was taken as the maximum because it 
was thought that any larger flood would 
cause only slightly more damage to 
agricultural lands. Method C used the 
same computations as in B except that 
instead of dividing the total damages 
by 100, it was assumed that the 1o0o-year 
flood would occur at 100-year intervals, 
and that each lesser flood would occur 
at the end of a period equal to its fre- 
quency in years. The present worth of 
the damages done by floods of each 
frequency represented ‘“‘the amount of 
money which may be expended at the 
present time in order that the future 
losses may be avoided.”” 

All three methods used identical basic 
data regarding past floods and past 
flood damage. The range of the results 
in Table I indicates that, depending on 
the method employed, the benefits of 
flood protection may be approximately 
$7,500,000, $13,000,000, or $16,000,000. 

2173rd Congress, 2d Session, “Missouri River,” 
House Document No. 238, p. 100. Mention of several 
other estimates is omitted because they represent varia- 
tions of those described. 

2 Tbid.,p. 101. An interesting variation of this last- 
named method is the following from 72d Congress, 
Ist Session, “Lehigh River, Pa.,””» House Document 


No. 245, p. 28. “The normal distribution of the most 
destructive floods of a century would probably group 
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Tasie I. Estimates oF BENEFITS ACCRUING FROM 
Protection or Missourt River BotroMLanps, 
Sr. JosepH To THE Moutu* 








Total Dam- 
ages for 
Chosen 
Period 


Present 
Value of 


Protection 


Mean 
Annual 
Damage 


Method 





$16,148,280 
71477;000 
13,148,000 


Indefinite 
$37,385,000 
37,385,000 


$807,414 
373,850 














*Source: 73d Congress, 2d Session, House Document No. 


238, p. 102. 


Which one, if any, is correct? Methods 
greatly resembling the three described 
above may be found in most other re- 
ports on flood protection, both federal 
and private. The common procedure 
is to use only one of the three, the 
choice being influenced by available data 
on flood occurrence and flood damage, 
and by the opinion of the engineer in 
charge. 

All three have serious weaknesses from 
the standpoint of reliability of measure- 
ment. The most fundamental objection 
to use of the damages method hinges 
on the basic assumption that damages 
are equivalent to benefits. All damages 
experienced as a consequence of floods 
in the past are not indices of benefits 
which would accrue if protection were 
to be provided in the future. The type 
and density of human occupance of a 
flood plain may have changed notably 
and progressively in the intervals be- 
tween floods of record and even between 
the most recent flood and the time when 
protection works are under examination. 
Instances also may be cited in which 


them more or less systematically about the mid-point; 
therefore it appears advisable to reckon interest accu- 
mulations for a 50-year period in connection with the 
financing program, thus creating in 50 years a capital 
sum equal to the total estimated flood damages for the 
coming century and presumably adequate to pay for 
these losses as they occur. In that time, each dollar 
placed at 314 percent interest, compounded semi- 
annually, would amount to $5.66, consequently the re- 
quired initial investment is... .” 

This general method of calculating present value is 
outlined in Hazen, op. cit., pp. 173-176. 
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the costs of flood-fighting and of repair- 
ing levees damaged by flood are included 
in the computation of benefits. In a 
given area, if items of this class are 
taken to be indices of benefits, if exist- 
ing protection works are costly and 
totally inadequate, and if the works fail 
frequently, a tremendous amount of 
benefit from adequate protection can 
be demonstrated. This, in essence, is 
a simple pyramiding procedure of adding 
assets to liabilities to secure a sum al- 
leged to be total assets. Furthermore, 
the damages method fails to take ac- 
count of the class of intangible special 
benefits represented by prevention of 
injury to health and business, and it 
disregards potential benefits in large 
measure. In a few cases where the period 
of flood frequency is very long, future 
damages have been expressed as more 
than 100% of past damages for a flood 
of the same frequency in order “‘to allow 
for future growth and development of 
the area,” but this has been accom- 
plished by applying a rough percentage 
increase, and has not been predicated 
on estimates of specific changes in land 
use.4 

A second weakness of the damages 
method lies in the fact that the collec- 
tion of information on damages is subject 
to error at numerous points. Partially 
systematic attempts to gather informa- 
tion on flood damages have been made 
by the Corps of Engineers during the 
past eight years, and incomplete esti- 
mates have been made from time to 
time by the United States Geological 
Survey and the Weather Bureau. If a 
flood occurs by chance at a time when 
protection is being studied, it is possible 
to take a relatively complete census of 
property losses. Even so, complications 


3 72d Congress, 1st Session, “Illinois River, Illinois,” 
House Document No. 182, pp. 40-43. 
%4 “Missouri River,” op. cit., p. 122. 
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arise from the disposition of local in- 
terests to exaggerate their losses unduly, 
and from the considerable period of time 
which may elapse before some losses, 
like those to building foundations, may 
become apparent.” However, if no 
recent large floods have occurred, it 
becomes necessary to refer to old news- 
paper files, the memories of old resi- 
dents, and similar sources. Information 
secured by these means must be checked 
and expressed in terms of present values, 
in order to estimate what the total 
losses from a former flood would be 
were the flood to occur again. Each 
operation introduces fresh opportunity 
for error or judgment. It may be noted 
here that, notwithstanding the fact that 
the Corps of Engineers collects informa- 
tion on flood damages in most parts of 
the United States, there is no uniform 
schedule for collecting these data. No 
two divisions use precisely the same 
criteria of damages or of benefits. 

A third source of error in the general 
method lies in the interpolation of 
damages from floods which have not 
been experienced in the period of record, 
but which probably will occur in the 
future. Referring again to the Missouri 
River examples, it may be noted that 
Method A assumes that the damages 
of the past 29 years will continue in- 
definitely, or, in short, that the period 
of record is a fair sample of average 
conditions. It may actually beabnormal, 
normal, or subnormal. In agricultural 
areas where, in most cases, the infre- 
quent floods are of relatively little con- 
sequence, such an assumption may be 
near the truth. However, if the length 
of stream-flow record permits, a com- 
putation of damages for the entire period 
of the frequency of the maximum flood 

% An example of the exaggeration of estimates pre- 
pared by local interests is given in: 71st Congress, 2d 


Session, “St. Francis River, Mo. and Ark.,” House 
Document No. 159, pp. 57-60. 
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is more accurate. If the total damages 
are expressed as an average, as in 
Method B, no new assumptions are 
made, but in computing present worth, 
as in Method C, there is the very extra- 
ordinary hypothesis that the flood of 
each frequency will occur at regular 
intervals equal to its frequency, i.e., 
that 100-year floods will occur 100 years 
apart. Unfortunately, floods are most 
irregular in their occurrence, and the 
100-year flood may occur in one or ten 
years, but without some assumption as 
to periodicity of floods it is impossible 
to apply Method C. 

The choice of time period for capital- 
izing or discounting benefits has a pro- 
found influence on the magnitude of the 
final estimate of total benefit, but be- 
cause of its relation to the capitalization 
period for calculating costs, it will be 
discussed in a later section on compari- 
son of benefits and costs. 

The differential method of measuring 
benefits comprises direct estimation of 
the differential between present value 
of land with and without protection. 
As a procedure commonly employed in 
evaluating benefits for all types of local 
improvements it has had wide use out- 
side of flood-protection work. As applied 
to flood protection it contains several 
special difficulties arising from the un- 
certainty of flood occurrence. 

The most extensive single application 
of the method probably has been made 
by the Miami Conservancy District. 
In that case the special benefits accru- 
ing to some 77,000 individual pieces of 
property in the flooded portions of Day- 
ton, Hamilton, Piqua, and adjacent farm 
lands in Ohio were evaluated by (1) 
appraising the market value of the prop- 
erty as of a time immediately before the 
flood, (2) determininga “flooding factor” 
of from 1 to 100 based on the severity 
of flooding, especially during the great 
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flood of 1913, and (3) applying the 
flooding factor to 40% of the appraised 
market value.” Since floods had not 
been anticipated generally before 1913, 
the market value was considered a fairly 
reliable measure of value if flood pro- 
tection were to be assured. The 40% 
figure was adopted, after conference with 
real estate experts and local property 
owners, as the depreciation in value 
which might be expected to occur on 
the property affected most severely if 
flood protection were not provided. The 
flooding factor was used to scale down 
the benefits on properties flooded less 
seriously. The entire procedure was 
based on assumptions that appraisers 
were fully cognizant of the nature of 
flood menace in setting depreciation at 
40%, and that market value was a fair 
index of total productivity of the land. 

Inherent in the choice of 40% are 
most of the considerations which have 
been mentioned as complicating the es- 
timation of total benefits by the damages 
method. In a city where the residents 
had not experienced a recent flood, it 
would be difficult to gain popular agree- 
ment as to estimates of depreciation 
and it probably would be necessary to 
rely on the damages method for the most 
part, while in a city which had suffered 
repeated flooding the existing market 
value no doubt would reflect allowance 
made for the flood hazard. The unex- 
pected occurrence of the Miami flood of 
1913 was, therefore, most fortuitous 
from the standpoint of measuring bene- 
fits. Moreover, the disastrous conse- 
quences of that flood developed a strong 
conviction among the residents of Day- 
ton that protection must be had at 
almost any cost, and it seems apparent 

% “Appraisal of Flood Protection Benefits and Dam- 
ages in the Miami Valley,” 89 Engineering News- 
Record 831-834 (November 16, 1922). The 40% was 


later reduced to 30% when it became evident that 
benefits were far in excess ot costs. 
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that they were more concerned with 
appraisal of benefits as a means of divid- 
ing costs on a fair basis than as a means 
of determining justification.?” 

The Flood Commission of Pittsburgh 
reported flood-protection benefits con- 
sisting of the estimated future flood 
damage for a 20-year period, and of the 
estimated increase in real estate value 
which would result from protection.?® 
The first was a measure of existing bene- 
fits by the damages method, the second 
a measure by the differential method 
of existing and potential benefits com- 
bined. In that instance, as in numerous 
other studies where both damages and 
differential methods were employed, it 
seems likely that the total estimate of 
benefits contained gross duplication be- 
cause the estimates of change in land 
value made partial allowance for prob- 
able future damages. 

The differential method has been 
widely employed in drainage and flood- 
protection work for agricultural land. 
Very rough estimates of differential in 
value have been prepared by comparing 
the selling price of unprotected land 
with that of near-by protected land of 
the same soil type, making due allow- 
ance for differences in improvements. 
This is the most satisfactory and com- 
monly used measure for reconnaissance 
surveys of justification, because rough 
comparisons between cost of protection 
and value of adjacent protected land 
can be made readily.”® The basis for a 
differential has been worked out with 
precision for a number of flood plains 

27C, A. Bock, History of the Miami Flood Control 
Project (Dayton: Miami Conservancy District, 1918), 
pp. 17-30. 

28 Flood Commission of Pittsburgh, Report (Pitts- 
burgh: The Commission, 1912), pp. 15 and 65. 

29 For example see: 72d Congress, 1st Session, ‘““Gas- 
conade River, Mo.,” House Document No. 192, p. 41. 

30 An outstanding example of detailed studies of farm 


costs and gross income in flooded areas is: Minnesota 
Department of Drainage and Waters, Adolph F. Meyer, 
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by analyzing the effects of various fre- 
quencies and depths of flooding on the 
net farm income, and under’ these cir- 
cumstances much the same type of data, 
which would be collected under the 
damages method, have been used in a 
refined form.*° This method may be 
applied equally well to both existing and 
potential benefits, and may be so manip- 
ulated as to take account of anticipated 
changes in land use. As has already 
been suggested, estimates of this type 
may and frequently do include allow- 
ance for intangible special benefits. 
The chief merits and demerits of the 
two major methods of measuring special 
benefits may be summarized as follows. 
The damages method fails to account 
for potential and intangible benefits; 
may include many damages which are 
not indices of benefits; is subject to 
exaggeration; introduces so many inter- 
polations in making due allowance for 
flood frequency where infrequent flood- 
ing is assumed that there is abundant 
opportunity for error; is totally inade- 
quate for evaluation of unoccupied or 
sparsely occupied areas capable of ex- 
pansion under conditions of protection; 
is an unnecessarily rough measure for 
rural areas; is relatively easy to apply 
to urban areas; and is, in general, fairly 
well suited to extensive survey use. The 
differential method is better suited to 
evaluation of potential benefits; en- 
counters strong obstacles in determin- 
ing fair market and depreciation values 
in areas where flooding has been fre- 
quent; is subject to substantial errors 


“Prevention of Floods in Minnesota River Valley,” 
First Biennial Report of the Commissioner, pp. 46-47 
(1921). 

One of the most intensive and discriminating uses 
of a similar technique, but employed for purposes of 
allocating cost in a drainage district is in: U.S. De- 
partment of Agriculture, Lewis A. Jones, Wells A. 
Hutchins, and G. R. Shier, Plan of Rehabilitation for 
Little River Drainage District, Southeastern Missouri, 
1933, mimeographed. 
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of personal opinion when applied to 
urban areas where there has not been 
recent experience with heavy flooding; 
is admirably suited to intensive use in 
rural areas; and is well adapted to recon- 
naissance use in rural areas. Neither 
method offers a satisfactory solution to 
the problem of assigning value to the 
prevention of loss of human life. Finally, 
the differential method is capable of 
revealing areas in which particular types 
of occupance are not profitable irrespec- 
tive of the existence of flood protection, 
whereas the damages method indicates 
in every instance a positive amount of 
benefits. 

2. Measurement of General Benefits. 
The evaluation of those benefits accru- 
ing to a community or to a nation is 
complicated by their intangible nature, 
and by their widespread distribution. 
Even though it be admitted that a 
flood in one part of a city may have 
harmful effects on economic activity in 
other parts of the city, there are at 
present no accurate means for gauging 
the amount of those indirect effects. 

The chief attempt at measurement 
which has been made to date consists 
of expressing the general benefits as a 
proportion of the special benefits, the 
proportion varying with the number of 
economic and social ties between the 
flooded area and outside areas. This 
measure was employed by the Miami 
Conservancy District,*! which concluded 
that benefits accruing to the entire com- 
munities as units were equal to the total 
benefits to their citizens individually. 
Conclusions of this sort are supported 
by opinions as to the economic structure 
of the area under examination and at 
their best rely on local judgment which 
would be difficult to apply in other 
areas. 


31 “Appraisal of Flood Protection Benefits and Dam- 
ages in the Miami Valley,” op. cit., p. 833. 


It would seem practicable to make 
intensive studies of the actual amounts 
of general benefits in a few diverse and 
representative areas and in this fashion 
to devise a scale by which general bene- 
fits might be related to special bene- 
fits on the basis of the type and amount 
of economic activity in the area receiv- 
ing special benefits. A scale constructed 
in this manner would not be complete 
and perfect. It would be arbitrary, 
but, if constructed with care, it might 
possess a smaller range of error than if 
opinion alone were utilized. 


The Estimation of Costs 


In estimating the costs of flood pro- 
tection there are at least three points 
at which fundamental problems of esti- 
mation arise from the distinctive nature 
of protection works. 

First, the costs of protection are in 
almost every project more far-reaching 
than those incurred in the construction 
of the works themselves. Channel con- 
traction and levee works may impair 
the adequacy of protection works on the 
opposite bank or in lower reaches of the 
stream by increasing the height of flood 
flows. Estimates of the amount of dam- 
age caused by this means have been 
carefully evaluated and counted as cost 
in some few cases,” but, regardless of 
whether or not the states concerned 
follow the common-enemy or civil-law 
rules of surface waters, those conse- 
quences have been neglected in large 
measure. Matthes has pointed out that 
the construction of detention and stor- 
age reservoirs for flood control may also 
have profound influence on stream-flow 
conditions downstream by eliminating 
the flushing action of bankful discharges 
and by causing heavy scour, thus ne- 
cessitating expenditures for dredging, 

82 79d Congress, 1st Session, “Mississippi River below 
Cape Girardeau, Mo.,” House Document No. 188, 
pp. 109-146. 
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sill dams, and other corrective meas- 
ures. Similarly, the elimination of 
silting in alluvial valleys has a detri- 
mental effect on soil fertility which con- 
stitutes a real cost. It seems probable 
that the prevention of periodic silt de- 
position has cost the farmers in some 
flood plains in the United States far 
more than they have gained from the 
concomitant prevention of overflow. In 
practice, the above mentioned types of 
indirect costs have been computed by 
assuming them to be equal to the ex- 
penditures necessary to correct unsatis- 
factory conditions resulting from flood- 
protection works. Such computation is 
relatively easy for some projects, but 
in many instances measurement of the 
actual hydraulic or physiographic effect 
of a project is extremely difficult, even 
though there are theoretical grounds 
for believing that an effect exists. 
Second, the summation of construc- 
tion and operation and maintenance 
costs in order to obtain total cost is 
complicated in making due allowance 
for life of works. Cost is expressed in 
most ‘‘308” and other flood-control re- 
ports in terms of an indefinite invest- 
ment period. For example, in the above- 
mentioned Missouri River bottomland 
estimates, “Operation and maintenance 
is capitalized at 5 percent and added 
to the construction cost to obtain the 
total cost.”*4 The 5% interest rate 
appears to have been chosen solely be- 
cause it was the current rate for drain- 
age district and similar investments. In 
short, the view taken is that a flood- 

3 Gerard H. Matthes, “‘Floods and Their Economic 
Importance,” Transactions of the American Geophysical 
Union, 1934, Part II, pp. 427-432. 

4 “Missouri River,” op. cit., p. 98. 

% In general, reservoirs have a longer life, a larger 
construction cost, and a smaller annual operation and 
maintenance cost than do levees and channel improve- 
ment works. The manner of calculating total costs 


may therefore have a profound effect on the choice 
between alternative types of works, because in cases 
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protection project will yield benefits for 
an indefinite period without respect to 
the length of time during which protec- 
tion will be afforded. The life of pro- 
tection works ranges from half a dozen 
years to a hundred years or more, de- 
pending upon the type and conditions 
of construction.* In some instances 
the foregoing procedure is modified by 
amortizing costs at the current interest 
rate,*® but allowance rarely is made for 
depreciation. In almost all cases cost 
estimates contain no provision for theo- 
retical amortization. Protection works 
do not, of course, yield actual monetary 
returns, but they do depreciate and be- 
come obsolete. The method of calculat- 
ing total cost by adding construction 
cost to operation and maintenance costs 
capitalized at the current rate avoids 
consideration of life of works or of re- 
placement... Under these circumstances 
whole groups of projects may be “‘feas- 
ible” or “‘not feasible” according to the 
particular interest rate adopted. The 
public policy here at stake is whether or 
not the cost of an undertaking yielding 
benefits difficult to predict should make 
allowance for amortization and depre- 
ciation. 

Third, in cases where protection works 
can be utilized with or without modifi- 
cation so as to yield other benefits in 
addition to flood protection, the problem 
of allocating a fair share of the cost to 
each use is encountered. In view of the 
fact that the salient aspects of this 
question as it relates to sharing of costs 
among individuals and groups have been 


where the above relation holds the shorter the period 
of capitalization the smaller is the cost of levees by 
comparison with reservoirs, and the longer the period of 
capitalization the greater is the relative cost of levees. 

The writer is indebted to Mr. Sherman W. Wood- 
ward for helpful criticism concerning the problem of 
calculating total cost. 


35 For example: 73d Congress, 1st Session, “Santee 
River, N. C. and S. C.,” House Document No. 96, 
pp. 107-108. 
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discussed recently by H. M. Gray, it 
will not be treated here, other than to 
suggest that, even though it may not 
always be practicable to allocate total 
costs among beneficiaries, it may still 
be practicable and highly necessary in 
determining the feasibility of a multiple- 
purpose project to allocate costs among 
the several purposes.*’ 


The Comparison of Benefits and Costs 


In the general equation for feasibility 
in which benefit is the dividend, cost is 
the divisor, and unity in the quotient 
represents the minimum limit of eco- 
nomic justification, comparison of bene- 
fit and cost is subject to confusion at 
two points. First, difficulty is experi- 
enced in developing mutually consistent 
criteria for evaluating benefits and costs. 
Second, there is no generally accepted 
method of adjusting the time period 
for discounting benefits to the time 
period for capitalizing costs. 

Flood-control technicians are giving 
an increasing amount of attention to 
the general benefits from flood protec- 
tion. However, as more liberal criteria 
of benefits are applied, so also must 
equally liberal criteria of costs be taken 
into consideration if the weighing of 
the two is to be valid. It is no less 
important, for example, that injurious 
consequences of upsetting the physio- 
graphic balance in a drainage basin be 
evaluated, than it is that nation-wide 
economic effects of flood damage be 
measured correctly. When the point of 
view is strictly local, it is relatively 
easy to draw up two sets of criteria of 
the same type, but regional or national 
points of view carry with them many 
vague and illusive concepts which are 
especially susceptible to unbalanced ap- 
plication. Some criteria may be over- 


37 Horace M. Gray, “The Allocation of Joint Costs 
in Multiple-Purpose Hydro-electric Projects,” 25 Ameri- 
can Economic Review 224-235 (June, 1935). 
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emphasized, and others neglected en- 
tirely. It seems probable that not a 
few ill-advised flood-control projects 
have been termed justified only because 
general and special benefits were com- 
pared with purely special costs in total 
disregard for such general costs as those 
resulting from increase in volume of 
flood flows downstream or on the op. 
posite bank.*® 

It has been pointed out in the section 
on measurement of benefits that the 
relationship between the time period for 
computing benefits and that for comput- 
ing costs governs in large measure the 
final estimate of justification. The com- 
mon practice in cases in which the dam- 
ages method of discounting benefits is 
employed is to summate mean annual 
benefits for the same number of years 
used in capitalizing costs. This pro- 
cedure was employed in the first two 
of the Missouri River bottomland esti- 
mates, cited above, in which the total 
benefits for 20 years were compared 
with the costs capitalized at 5%. In 
the third of those estimates the present 
value of all benefits during a 100-year 
flood cycle also was compared with 
costs capitalized at 5% Somewhat 
similar technique was applied in making 
the Lehigh estimates previously noted. 

As a hypothetical illustration of the 
problem involved, assume that a city 
is protected against all floods except 
the maximum one which probably will 
occur on the average of once in 100 
years. Assume also that requisite pro- 
tection works have a probable life of 
20 years. The total amount of benefits 
to be derived from protection against 
the maximum flood having been esti- 
mated by the damages method, a ques- 
tion of judgment arises. The total might 
be divided by five in order to give total 


88 This is pointed out in: 73d Congress, 2d Session, 
“Yazoo River, Miss.,’”” House Document No. 198, p. 49. 
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benefits for a 20-year period. It might 
be divided by four to give total benefits 
for a currently common 25-year invest- 
ment period. It might be regarded as 
accruing at the end of Ioo years, and its 
present value discounted on that basis. 
It might also be regarded as accruing 
during the first year after construction 
because the great flood might occur that 
year. Between these extremes of method 
there are, of course, innumerable varia- 
tions, making possible a disconcerting 
range in magnitude of final results for 
any given set of estimates of benefits 
and costs. 

A like diversity of bases for com- 
parison is present in a less distinct form 
in cases where the differential method 
of measuring benefits is employed. Re- 
cent occurrence of a disastrous flood or 
the existence of a large hazard to human 
life may lead individuals and commu- 
nities in a flooded area to regard total 
benefits as equivalent to those from the 
maximum probable flood, regardless of 
the life of the requisite protective works. 
Conversely, lack of recent flood experi- 
ence may induce the affected interests 
to discount benefits as though they 
would accrue only in the remote future 
at the end of a hypothetical flood cycle. 

Although there is slight excuse for 
the great number of methods of com- 
parison employed, there appears to be 
justification forsome variation in method 
according to the utilization of the flood 
plain in question. A farmer, in most 
cases, is concerned with protection from 
floods of 3- to 20-year frequency. A 
city dweller fears the great and less 
frequent floods, for those are the unex- 
pected phenomena which cause havoc 
in urban areas having protection from 
floods of lesser magnitude. The ever 
present menace of a major catastrophe 
in a city, even though its chances of oc- 
curring are less than once in I00 years, 


may conceivably cause the inhabitants 
to consider protection in terms of pre- 
venting an imminent disaster. Fears 
of this type, however exaggerated from 
a long-range standpoint, may result in 
temporary if not permanent deprecia- 
tion of land value and in suspension of 
building activity unless protective meas- 
ures are adopted, and they therefore 
cannot be ignored. 

The problem at stake is whether or 
not benefits should be discounted for 
the same period as that for which costs 
are capitalized. 

Conclusions 


The writer does not propose to offer 
here any solution to this or other prob- 
lems indicated in the foregoing sections, 
nor is he aware of any comprehensive 
attempt to do so. He is concerned with 
pointing out that at the present writing 
there is no uniform method for estimat- 
ing the limit of economic justification 
for flood protection among the various 
private and government agencies inter- 
ested. An honest and competent techni- 
cian, using the same basic data for a 
given protection scheme, can in a large 
number of cases conclude either that pro- 
tection is justified, or that it is unjusti- 
fied, depending upon the premises which 
are assumed at one or more of the sev- 
eral points at issue. The precise arith- 
metic ratios of benefits to costs in which 
estimates may be summarized do not 
reflect the rough approximations and 
arbitrary assumptions involved in arriv- 
ing at those ratios. It seems probable 
that by taking one extreme conserva- 
tive interpretation of the problems noted 
in the foregoing pages almost no addi- 
tional flood protection could be shown 
to be justified, and that by taking an 
extreme liberal point of view it could 
be shown in number ratios that some 
protection is justified on almost every 
flood plain. The technician, lacking any 
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guiding policy, establishes premises at 
his own discretion, although it is rarely 
that a technical report states all the 
premises in lucid fashion. 

Viewing the problem as a whole, two 
conclusions seem apparent. 

First, recognition of the public policy 
assumed in an estimate of the limit of 
economic justification is essential to 
sound action by local, state, or federal 
interests considering any individual 
scheme for flood protection.. This may 
be facilitated by clear description of 
the methods of estimation employed. 

Second, uniformity of method of esti- 
mation is essential to the formulation 
of any regional or national program 
which requires comparison of a number 
of individual projects. In view of the 
large-scale federal programs now under 
consideration, a standard basis of ap- 
praisal is needed urgently.*® This stand- 
ard basis may be obtained by establish- 
ing criteria of benefits and costs, and a 


standard procedure for discounting bene- 


fits. 


Summary 

Notwithstanding heavy past and pros- 
pective public expenditures for flood- 
protection works, there is a marked 
lack of uniformity of methods for esti- 
mating the limit of justification for flood 
protection. 

Certain methods now in use are wholly 
or in part unsatisfactory, in that they 
are inconsistent with basic premises 
adopted. For example, the damages 
method of estimating benefits may be 
used to evaluate items which do not 
represent benefits; the differential 
method may apply judgments founded 
on popular hysteria rather than on 
scientific knowledge of flood occurrence; 
and in a given method the criteria for 
appraising benefits may be inconsistent 


39 For example: Projects for the development of rivers 
and harbors: summarized from reports by the Corps of 
Engineers to the Congress, 1935 (mimeographed), lists 
646 flood-control projects costing approximately $1,608- 


with those for estimating cost. They 
represent discrepancies of technique 
which, when present, may invalidate an 
entire estimate of justification, but 
which are capable of correction on logical 
grounds. They are, however, minor 
problems which may be eliminated in 
large measure by refinement of method. 

The major problems of estimation 
arise from the laying down of those 
fundamental premises which involve 
broad public policy. Before any spe- 
cific techniques of measurement can be 
employed, it is necessary to determine 
whether or not potential as well as 
existing benefits, and general as well as 
special benefits are to be taken into 
account. It also is necessary to establish 
the criteria by which costs are to be eval- 
uated, to determine the time period for 
capitalizing costs, to allocate costs 
among several uses if the project has 
multiple use, and to determine the most 
sound basis for discounting future bene- 
fits in order to compare them with costs. 
There are no hard and fast rules for de- 
ciding any of these questions. They 
depend upon policy which must be ap- 
proved, even though the approval be 
tacit, by the group contemplating the 
particular protection work under con- 
sideration. 

In every estimate of justification as- 
sumptions concerning the above men- 
tioned points are made, although too 
frequently they are not recognized clearly 
as being assumptions. In few estimates 
are they precisely the same. Standard- 
ization of procedure is to be desired, 
and it can come only as a consequence 
of agreement as to the nature of flood- 
protection benefits and costs, and the 
most effective means of discounting 
benefits. 


067,000. One hundred and eighty of these, costing 
approximately $1,197,414,000, would have multiple 
use. A ratio of total cost to benefit is given for each 
project 
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Recent Trends in Utility Appliance 
Merchandising 


By RICHARD A. HARVILL* 


URING the last four or five 
D years few revolutionary develop- 

ments have occurred in that 
controversial field, the merchandising 
of electric and gas appliances. A pos- 
sible exception is the record of appliance 
sales. After marked declines in 1931 and 
1932 sales figures for most domestic ap- 
pliances showed appreciable increases in 
1933, 1934, and 1935. Efforts of manu- 
facturers, utility companies, dealers, 
and the TVA have resulted in reduced 
retail prices for appliances, low-cost 
financing of instalment purchases, and 
revised rate schedules for residential cus- 
tomers. These factors, together with 
intense cooperative promotional activ- 
ity by utility companies and dealers, 
have stimulated increased consumer 
purchases of load-building appliances. 
Of the major appliances electric re- 
frigerator sales have exhibited the most 
remarkable growth. Despite relatively 
low consumer buying power the number 
of domestic refrigerators sold increased 
from 965,000 in 1931 to 1,400,000 in 
1934." 

With respect to utility merchandising 
activity in recent years certain fairly 
definite tendencies have emerged since 
the issues were more sharply defined in 
the clash between independent dealers 
and utility companies in 1931 and 1932. 
The following discussion will be confined 

* Assistant Professor of Economics, University of 
Arizona. 

1Unit sales in 1932 fell slightly below the figures for 
1931. Between five and six million of the 20 million 
wired homes now have an electric refrigerator. See 55 
Electrical Merchandising 2-3 (January, 1936) for 
Statistical summaries of annual electrical appliance 


sales for 1931 to 1934 inclusive. Sales figures for gas 
appliances are not available. 


largely to major trends in the opposition 
to utility appliance merchandising; deal- 
er-utility cooperation; public control 
over utility merchandising; and the 
activities of the Federal Government as 
they affect the distribution and use of 
household appliances. 


Opposition to Utility Appliance 
Merchandising 


In a previous article the writer has 
described and analyzed in some detail 
the opposition of dealers to utility mer- 
chandising.? That article traced develop- 
ments up to 1932. Consequently, the 
present discussion will be confined to 
the trends observable since that time. 

The years 1931 and 1932 marked the 
climax in intensity of effort in the fight 
against utility merchandising. Follow- 
ing the traditions so characteristic of 
social and business groups during ad- 
verse business conditions, the antago- 
nists turned to political methods for a 
solution of their alleged ills. Despairing 
of solace from courts in view of previous 
decisions sanctioning the power of utility 
companies to sell appliances* and plac- 
ing no faith in commission regulation to 
right “‘wrongs,” attempts were made to 
secure direct legislation prohibiting mer- 
chandising. With no dearth of profes- 
sional politicians and agitators eager to 
fight the utility industry on any and all 


2 Richard A. Harvill, “Opposition to Public Utility 
Appliance Merchandising’’, 8 Journal of Land & Public 
Utility Economics 287-300 (August, 1932). 

3 Malone v. Lancaster, 182 Pa. 309 (1897); Baltimore 
Electrical Supply Company et al. v. Consolidated Gas 
Electric Light and Power Company, Case No. 359 (1912); 
Commonwealth of Pennsylvania ex. rel. Tho mas F. 
Baldridge v. Philadelphia Electric Company, 300 Pa. 
577 (1930). 
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fronts, dealers carried their demands to 
practically every state legislature in the 
country. Financial contributions were 
received to maintain lobbies and dis- 
tribute pamphlet and periodical litera- 
ture as rich in invectives and villifica- 
tion as some war-time propaganda. 


Anti-merchandising bills were intro- 
duced in legislatures of 15 states* in 
1931 and in three states in 1932.5 Pas- 
sage of bills occurred only in two states, 
Kansas and Oklahoma.’ By 1933 the 
opposition had lost much of its force 
and in 1934 and 1935 only scattering 
remnants of anti-merchandising activity 
remained. The legislatures of Arizona 
and Wisconsin alone appear to have 
entertained legislation in 1935 to pro- 
hibit utility merchandising.’ 

Several reasons may account for the 
waning of activity to the well-nigh 
dormant state. In the first place, dealers 
most bitterly opposed to utility mer- 
chandising in 1931 and 1932 were those 
most adversely affected by the pro- 
nounced business depression. Many 
doubtless fajled to survive the liquidat- 
ing forces of the depression and others, 
evidently convinced that utility prac- 
tices did not constitute the sole source 
of their business ills, sought a more 
constructive solution. In the second 
place, dealers became discouraged when 
their political efforts produced such 
meager results. It seemed futile to 


*Ala., Calif., Fla., Ill., Ind., Iowa, Kansas, Mo., 
Nebr., Nevada, Okla., Penn., Tenn., Texas, and Wis. 

5 Mass., Miss., and N. Y. 

®The Kansas act was declared unconstitutional by 
the Supreme Court of that State (see below). Utility 
companies in Oklahoma, fearing action on their part 
would jeopardize their chances to secure re-grants of 
franchises and other measures they valued more highly 
than the merchandising power, voluntarily withdrew 
from actual appliance selling and did not protest the 
constitutionality of the enactment. 

7 Both bills failed to pass. 

5 For over 30 years the utilities have talked about 
dealer cooperation. J. Robert Crouse presented definite 
plans to the Denver Convention of the N. E. L. A. in 


continue making contributions from a 
dwindling income to defray costs of 
campaigns so uncertain in outcome. 
Professional agitators lost interest in 
the dealers’ cause when monetary con- 
tributions ceased. At no time was the 
opposition able to match or surpass, 
either in money or in legal and business 
talent, the case presented by the utility 
industry. In the third place, executives 
of utility companies became acutely 
aware of the implications in widespread 
criticism of public utilities and_re- 
solved to substitute for antagonism the 
good will of dealers. This was sought by 
reiterating denials of intentions to se- 
cure appreciable sales volume if dealers 
would do the job and by liberal offers of 
active cooperation with dealers in selling 
appliances. 


Dealer-Utility Cooperation 


Although trade journals and the pro- 
ceedings of trade associations in the 
utility industry have long contained 
much discussion concerning the im- 
portance of recognizing dealers as valu- 
able sales allies, not until recently did 
the industry rather generally translate 
this point of view into concrete programs 
satisfactory to dealers. The pre-de- 
pression period witnessed many pro- 
nouncements affirming the intentions 
of the utilities to conform with ethical 
principles in merchandising appliances, 
but, with a few important exceptions, 
these pronouncements were scarcely 
more than gestures.® 


1902 to organize manufacturers, wholesalers, contrac- 
tors, and public service companies to further mutual 
interests. The Electrical Development Association was 
formed in New England in 1912 to stimulate local 
harmony among the elements of the electrical industry 
and a few local associations came into existence. In 
the same year representatives of the N. E. L. A, 
National Electrical Supply Jobbers Association, Na- 
tional Electrical Contractors Association, and Sons of 
Jove (organized in 1882 to foster friendly relations 


within the —— industry) met and selected a com- 
Footnote 8 continued on page 151) 
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UTILITY APPLIANCE MERCHANDISING 


A rather complete survey of the avail- 
able historical materials reveals that the 
utility industry has always been more 
concerned with cultivation of good will 
among dealers during depressions than 
at any other time. This is explained by 
the necessity of more intensive efforts 
to retain old load and add new load to 
the lines, and the fact that active dealer 
outlets for appliances assume an im- 
portance not so readily appreciated 
when business conditions are favorable. 
Other reasons account for the fact that 
at no time have utility companies re- 
garded favorable dealer relations as 
more important than during the past 
five years. 

Never before has the utility industry 
been subject to such onslaughts from 
so many different directions. Con- 
sumers of service have repeatedly de- 
manded that prices of gas and electric 
service be reduced commensurately with 
reductions in other commodity prices 
and in individual incomes. The Federal 
Trade Commission completed its in- 
vestigations of the utility industry be- 
gun in 1928 and published much of a 
damaging character. Federal action in 
establishing the Tennessee Valley Au- 
thority and the aggressive manner in 
which the National Administration has 
been urging passage of utility holding 
company legislation have aroused utility 
company executives to a serious realiza- 
tion that the time is most unpropitious 

; (Footnote 8 continued from page 150) 
mittee under the chairmanship of H. L. Doherty to 
draw up and promote a “National Cooperation Plan.” 
The Committee incorporated the Society for Electrical 
Development which organized local electrical leagues 
throughout the country. (See 11 Electrical Merchandis- 
ing 355-57 (1917)). Conferences were held and com- 
mittees representing the groups concerned were ap- 
pointed in both the gas and electrical industries in 1922, 
and in 1928 a series of ethical merchandising principles 
emanated from both the N. E. L. A. and the American 
Gas Association. Until about seven years ago the gas 


utility industry gave less attention to trade relations 
than the electrical utilities. 
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to have the antagonism of appliance 
sellers. Consequently, in localities 
throughout the country, particularly 
in urban communities, agreements with 
various types of appliance dealers have 
been made. In a number of instances 
utility companies have withdrawn en- 
tirely from actual appliance selling and 
now confine their efforts to advertising 
and promotional activities. When they 
have not gone this far, they have usually 
endeavored to maintain cooperative plans 
whereby dealers are enabled to sell on the 
same terms as public service companies. 


To achieve this degree of cooperation 
several policies have been necessary. 
First, it was essential that utility com- 
pany merchandising departments either 
cease granting excessive trade-in allow- 
ances and premiums or make possible 
the same allowances by dealers. Second, 
utility companies have extended free of 
charge to dealers the use of demonstra- 
tion facilities and showrooms, supplied 
them with information and advertising 
materials, and borne the major portions 
of the costs of cooperative advertising 
campaigns. Frequent meetings of local 
members of cooperative groups, or- 
dinarily called gas or electric “leagues” 
or “‘associations’’,!° are held to exchange 
ideas, explain plans of the organiza- 
tions, and at the same time stimulate 
dealers to greater effort and iron out 
difficulties. Third, public utilities have 
extended financial aid to dealers par- 
ticipating in cooperative schemes. To 


® Holding company organizations have often been 
the source of cooperative plans which are modified 
and adapted to meet any special conditions in areas 
served by the respective operating units, 

10 These organizations often include manufacturers 
and wholesalers as well as utility companies and retail 
dealers. The term “retail dealer” as used throughout 
this discussion includes plumbers and contractors who 
sell or install and service appliances. Many utility 
companies have ceased aggressive activity to secure 
installation and servicing jobs in communities where 
efficient contractors and plumbers are available. 
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dealers this probably seems the most 
significant element of aid granted them. 
No other practice of utility company 
merchandising departments aroused so 
much antagonism a few years ago as 
that of selling appliances on liberal in- 
stalment payment terms which dealers 
claimed they could not meet because of 
lack of financial resources. This source 
of irritation has been removed by agree- 
ments providing that the utility com- 
pany stands ready to discount at a low 
rate the time payment paper taken by 
dealers from customers to whom sales 
have been made." Of course, the utility 
company reserves the right to pass on 
the credit quality of the paper before 
assuming the obligation. Some dealers 
have made large use of this financing 
service, and even where actual use has 
been small, dealers have increased their 
volume of appliance sales beyond what 
they otherwise would have done because 
of the knowledge that the financial 
burden might be passed on if necessary. 
In return for furnishing these services 
utility companies are in a position to 
require that dealers handle only high 
grade appliances. That appliances sold 
should remain in use and keep customers 
satisfied is a matter of real concern to a 
gas or electric company. 


An example of successful dealer-utility 
cooperation is that sponsored by the 
Central Hudson Gas and Electric Cor- 
poration. This Company withdrew from 
merchandising in December, 1930 to 
assist dealers in programs of promotion. 
The utility Company makes market sur- 
veys, displays dealers’ products in its 
showrooms, furnishes a staff to assist 
dealers in selling and demonstrating 
appliances, provides newspaper adver- 


1 Tn some instances the paper is taken “‘with recourse” 
(or endorsement); in other cases, “‘without recourse.” 
22 For a survey of the legal status of utility merchan- 
dising to January 1, 1932, see Richard A. Harvill, 


tising and window displays for dealers, 
and finances without recourse instal- 
ment sales made by dealers to custom- 
ers whose credit is approved by the 
Company. 


Regulation of Utility Appliance 
Merchandising 

Questions pertaining to the legal 
status of utility appliance merchandising 
are answered by a study of state legisla- 
tion and decisions of courts and regula- 
tory commissions. The legal issues in- 
volved have related to the power of 
utility companies to sell appliances or, 
if permitted legally to sell, the proper 
accounting disposition of expenses and 
income derived from merchandise sales, 
and the appropriate treatment of prop- 
erty used by merchandising depart- 
ments. Attention will be confined here 
largely to developments of the last 
three or four years.’ 

Power to Sell Appliances. When pub- 
lic utility companies were organized, 
express provision conferring the power 
to sell appliances was seldom included 
in the charters. Company executives 
assumed this power to be implied from 
the express power to sell gas or elec- 
tricity. Courts and regulatory commis- 
sions have usually supported this view 
when the legality of merchandising was 
questioned. It was therefore natural 
for opponents of utility companies in 
1931 and 1932 to seek legislation that 
would specifically prohibit appliance 
selling by utilities. 

The result was prohibitory enact- 
ments in two states only, Kansas and 
Oklahoma. Eleven companies in Kansas 
brought proceedings to test the legality 
of the legislation chiefly on the grounds 
that the act constituted a deprivation of 
property without due process of law and 


“Regulation of Public Utility Appliance Merchandis- 
ing,” 8 Fournal of Land & Public Utility Economics 
74-86 (February, 1932). 
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UTILITY APPLIANCE MERCHANDISING 


was class legislation contrary to the 
Constitutions of the United States and 
Kansas. The attorney-general rested 
the State’s case on the argument that 
utility companies, by making 80% to 
90% of the appliance sales in Kansas, 
well-nigh possessed acomplete monopoly 
and that statutory prohibition was 
justified under the police power of the 
State. The lower court found the facts 
substantially as presented by the State 
and accepted the State’s argument, 
thereby upholding the constitutionality 
of the statute. Upon appeal by the 
utility companies the Kansas Supreme 
Court reversed the lower court, declar- 
ing the legislation unconstitutional.’ 
The court admitted that figures indi- 
cated that the utility companies were 
doing 80% to 90% of the appliance 
sales volume, but declared that the 
police power could not be invoked “‘to 
protect one class of citizens against 
another class, unless such interference is 
for the real protection of society in 
general.” To charges of monopoly the 
court answered: 

“The evidence unmistakably shows the 
primary purpose of the appellants is to pro- 
mote the sale of gas, and the ultimate fear 
of a monopoly is not well founded, because 
if a monopoly be acquired and prices be 
raised and quality diminished, the quantity 
of gas used by consumers will be reduced.” 
Evidence presented convinced the court 
that the utilities sold and distributed 
appliances at reasonable prices, in- 
stalled them without expense to custom- 
ers, and made substantial allowances 
on old appliances taken back. In these 
practices the court could find nothing 
detrimental to the general welfare. 

13 Capitol Gas and Electric Company v. Boynton, 
P. U. R. 1933 D 435. 

4 Tbid. 

18 State of Texas v. San Antonio Public Service Cor- 
poration, P. U. R. 1932 B 337. 


16 62 S. W. (2d) 585 (1933). 
17 69 S. W. (2d) 38; 3 P. U. R. (NS) 543 (1934). 
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A Texas trial court in 1932 enjoined 
the San Antonio Public Service Com- 
pany from engaging in appliance mer- 
chandising because such acts were be- 
yond the corporate powers granted by 
the Company’s charter and by statutory 
law.” The Court of Civil Appeals re- 
versed the trial court!® and the State 
appealed the case to the Court of Com- 
mon Appeals,'” which sustained the de- 
cision favorable to the utilities. The 
higher court argued that the sale of 
appliances directly promoted the sale 
of gas and electricity and constituted 
proper exercise of an implied power 
where losses were not sustained, when 
merchandising activities were not out of 
reasonable proportion to the capital 
invested and used in operating the 
utility business as a whole, and where 
merchandising was confined to territory 
served with gas and electricity.'® 

Two state commissions have recently 
found occasion to comment upon the 
legality of utility appliance merchan- 
dising. Upon complaint of private 
agencies against competition of public 
service companies engaged in selling 
appliances, the New York Commission 
pointed to the state law giving electric 
utility corporations express power to 
“make, sell, or lease all machines, in- 
struments, apparatus and other equip- 
ment” necessary to the utilization of 
electricity sold by the corporation.'® 
The Commission added: “It is desir- 
able, however, that utilities should en- 
gage in merchandising only where it is 
necessary in order to provide for the in- 
troduction of appliances upon reasonable 
terms and to supplement what private 
agencies are doing.”° When the ques- 

18 Tf all these conditions had not been fulfilled in the 
case at issue, the implication is that the court would 
have declared the merchandising acts illegal. 

19 Statutes in most states do not give these powers. 


20 Luckey, Platt and Company of Poughkeepsie v. Central 
Hudson Gas and Electric Corporation, P. U. R.1932 B 165. 
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tion of the power of utilities to mer- 
chandise arose,”! the Massachusetts De- 
partment of Public Utilities merely 
cited a decision” by the Board of Gas 
and Electric Light Commissioners in 
I9II, supporting the legality of utility 
merchandising. 


Accounting for Merchandising Trans- 
actions. Questions relating to proper 
accounting procedure for utility mer- 
chandising operations have often arisen. 
The chief points of dispute have been 
whether merchandising expenses and 
revenues should properly be included in 
utility expenses and revenues and 
whether assets used in merchandising 
should be included in valuation figures 
upon which a reasonable return is com- 


puted. 


Much difficulty and little success 
have been encountered in trying to de- 
fine what constitutes a merchandising 
operation per se as distinguished from a 
utility activity designed directly to in- 
crease sales of gas and electricity. 
Utility companies have usually dis- 
claimed interest in merchandise sales 
as such. The chief purpose of selling 
appliances has been increased use of 
gas and electric service. Costs incurred 
in selling appliances have been viewed 
by utility executives largely as a part of 
“promotidnal” or “‘new business” ex- 
pense to be included in operating ex- 
penses and borne by ratepayers to the 
extent income from appliance sales 
failed to offset these expenses. 


Allocation of certain indirect expenses 
between merchandise and new business 
accounts is not a matter of simple ac- 
counting formula. When such alloca- 


21 Re Customers of Edison Illuminating Company of 
Boston, 5 P. U. R. (NS) 369 (1934). 

27 Annual Report, Mass. B. G. & E. L. C. 87. 

*The financial results of utility merchandising are 
largely a function of the accounting procedure followed 
by each individual company. Accounting problems are 


tions are made, either voluntarily or as 
a requirement of a regulatory body, the 
procedure is necessarily somewhat ar- 
bitrary and capricious. Inasmuch as the 
financial amounts involved in mer- 
chandising and promotional activity are 
small in relation to the total cost of 
serving domestic customers, whatever 
practice is followed is not of serious con- 
sequence to domestic consumers as a 
group. Accounting practice may be im- 
portant, however, in preventing dis- 
crimination where domestic customers 
use widely different numbers and kinds 
of appliances. Also in the matter of 
maintaining “fair” competition with 
independent appliance dealers some de- 
gree of “satisfactory” allocation of ex- 
penses between merchandising and pro- 
motion becomes significant. Dealers 
selling appliances entirely independently 
of utility companies may, it seems, with 
merit wish appliances sold by utility 
merchandising departments to bear sub- 
stantially the same cost as if sold by 
self-supporting organizations doing vir- 
tually the same volume of business.” 


Regulatory authorities have devoted 
more attention to policies and methods 
of accounting for utility merchandising 
operations during recent years. After 
the passage of a statute requiring segre- 
gation of merchandising and _ utility 
operating accounts and decreeing that 
no consideration be given merchandis- 
ing expenses and revenues in the de- 
termination of rates, the Wisconsin 
Railroad Commission held hearings to 
determine the nature of merchandising 
expenses and appropriate methods for 
allocating expenses common to mer- 
chandising and utility operations.* The 


simplified materially in the few cases where utility 
companies have organized separate corporations to 
perform the appliance merchandising function. 

% Hearings before the Wisconsin R. R. Commission, 
U-3892, November 29, 1929, March 11, 1930. 
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UTILITY APPLIANCE MERCHANDISING 


Commission decided no formula or 
definite rule could establish specific pro- 
cedure for allocating commercial ex- 
penses between promotion and mer- 
chandising. In a subsequent order the 
Commission merely specified the type of 
charges to make against merchandising 
expense and provided that indirect ex- 
penses should be charged to merchandis- 
ing “to the extent” they were incurred 
for that purpose.” 


Prompted by complaints of private 
agencies against competition of utilities, 
the New York Public Service Commis- 
sion instituted hearings in 1931 con- 
cerning merchandising methods used by 
companies in that State. Lacking 
sufficient evidence on the possibility of 
devising an accounting system to pro- 
vide accurately for segregation of mer- 
chandising and utility expenses, the 
Commission refused to issue a general 
order to govern accounting procedure. 
Instead, steps were taken toward prep- 
aration of an accounting form to show 
complete costs of merchandising. After 
careful study of reporting methods of 
companies in New York the Commis- 
sion declared the uniform system of 
accounts as followed in that State failed 
to show whether merchandising depart- 
ments were earning profits or suffering 


% Re Accounting for Merchandise Sales, P. U. R. 1930 
E 204. Since the date of this order, effective January 1, 
1931, the Commission has had occasion to give instruc- 
tion in answer to specific requests from companies re- 
garding proper procedure to follow. Many of these 
requests and answers pertained to the treatment of ad- 
vertising expense. Companies have been instructed 
to charge New Business Expense with the entire cost 
of advertising a utility service when no reference is 
made to appliances; to charge to merchandising ex- 
pense the entire costs when advertising a particular 
make, or prices of various kinds of appliances, and 
when advertising a certain kind of appliance in prefer- 
ence to any other of the same general use; to charge to 
both New Business Expense and Merchandising Ex- 
pense on an “equitable” basis, costs of advertising the 
merits of certain forms of utility service through the 
use of a certain kind of appliance mentioned. (E I-2, 
August 3, 1931.) Nothing more definite than the in- 
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losses. Orders were issued requiring gas 
and electric companies to keep accounts 
in a manner that would segregate from 
other transactions, and from each other, 
merchandising and jobbing operations 
and promotional operations.”” Although 
the Commission stated a detailed list of 
merchandise income and merchandise 
and promotional expense items to in- 
clude in reports to the Commission, it 
gave no criterion by which to allocate ex- 
penses between merchandising and pro- 
motion or new business. Furthermore, 
no ruling was made as to whether mer- 
chandising activities should be made 
self-sustaining. Failure to do this was 
recognition that companies situated 
under different circumstances would 
need to follow slightly different prac- 
tices. 

Accounting systems designed to give 
fuller and more detailed information on 
utility merchandising activities are be- 
ing devised in New Hampshire and 
Washington. In the former State the 
Commission has declared the system of 
accounts endorsed by the National 
Association of Railroad and Utility 
Commissioners is inadequate. Com- 
panies have been ordered to subdivide 
operating accounts to permit thorough 
analysis of operations, including details 
of new business expense, jobbing work, 
appliance sales, taxes on merchandise 
stocks, rents and other expenses con- 


terpretations of the Wisconsin Commission has been 
said by commissions concerning allocation of indirect 
expenses of merchandising. 

% Tuckey, Platt and Company v. Central Hudson Gas 
and Electric Corp., supra n. 20. 

27 Re Uniform System of Accounts for Electric and Gas 
Companies, P. U. R. 1933 B 448. Interestingly enough, 
certain utility companies argued that the Commission 
had no power to prescribe an accounting system for 
merchandising operations on the ground that such 
activity was not a “utility” service, whereas in a pre- 
vious case when the right of utilities to merchandise 
appliances was challenged the utility companies argued 
that appliance merchandising constituted a necessary 


‘and integral part of utility service. 
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nected with merchandising.?® In com- 
pliance with a statute passed by the 
Washington Legislature in 1933,?° the 
Department of Public Works is en- 
deavoring to set up a new system of 
accounts to provide a segregation of 
utility and merchandising activities. 
A check of decisions for the last 
five years*® indicates that state com- 
missioners, even in the absence of def- 
inite statutory instructions, usually 
refuse to permit inclusion of appliance 
merchandising and servicing expenses in 
costs of service. A characteristic justi- 
fication for this attitude is well ex- 
pressed by the Maryland Commission: 


“The Commission can see no justification 
for charges for free wiring and installation 
and for rebuilding and replacing appliances. 
It seems that customers of the company 
who do not care to invest in electric ranges 
or refrigerators, or any other appliances, 
ought not to be called upon to help pay, in 
rates for electricity, for wiring, installation, 
rebuilding, and replacing such appliances 
of their neighbors. The amounts are there- 
fore disallowed.””! 


Inclusion of losses on appliance sales 
in operating expenses was permitted by 
the Connecticut Commission because it 
conformed with requirements of the 
system of accounts prescribed by the 
Commission in that State. 

The Massachusetts Department, on 
the other hand, maintains that losses 


28 Re Uniform Classification of Accounts for Electric 
Utilities, D 1633, Order No. 2771, Public Utilities 
Fortnightly, January 31, 1935. 

29 § 8, Ch. 165. The laws require that merchandise 
revenues and expenses and assets be excluded in de- 
termining reasonable return. 

The North Carolina Commission issued an order 
(U-3, January, 1934) requiring segregation (4 P. U.R. 
(NS) 557). 

30 For cases prior to January 1, 1932, see article re- 
ferred to in note 12. 

31 Re The Potomac Edison Company, 7 P. U. R. 
(N. S.) 135 (1935). See also decision of the Arizona Cor- 
poration Commission in City of Douglas v. Arizona 
Edison Company, 1 P. U. R. (NS) 493 (1933); and Re 
Columbus Gas and Fuel Company (Ohio), P. U. R. 
1933 A 337; Re Customers of the Edison Electric Illumina- 
ting Company of Boston (Mass.), 5 P. U. R. (NS) 369; 


from merchandising may not be included 
in operating expenses.”* The Arizona 
Commission takes a middle-of-the-road 
position, permitting inclusion of mer- 
chandising income and expense in state- 
ments to the Commission for regulatory 
purposes, and also permitting inclusion 
in operating expense of losses from such 
operations if they are not excessive.*?” 

The New Hampshire Supreme Court 
reversed a Commission decision ordering 
the New Hampshire Gas and Electric 
Company and the Derry Electric Com- 
pany to discontinue selling appliances 
for the Associated Appliance Corpora- 
tion. Appliances were sold on a 2%% 
consignment basis, storage and display 
space were provided without charge, 
and all profits in excess of 214% were 
remitted to the Appliance Corporation. 
The Commission, claimed the operating 
utility companies had surrendered essen- 
tial corporate power to other corporate 
utilities in violation of state law; the 
State Supreme Court did not deny the 
possibility of truthin the allegation, but 
declared this was a matter for other state 
authority to consider. The court stressed 
that the order of the Commission had 
no relevance to regulation of rates and 
service.** 

When the Public Utilities Commission 
Re Commonwealth ex rel. Rosslyn Gas Company (Va.), 
3 P. U. R. (NS) 61. Losses from uncollectible mer- 
chandise accounts were not allowed by the Pennsyl- 
vania Commission in operating expenses in Re Burgess 
and Town Council of Borough of Chambersburg, and 
Commercial Club of Chambersburg v. Chambersburg Gas 
Company, P. U. R. 1930 D 317. 

8 Mathias Speiss et al. v. Manchester Electric Com- 
pany, P. U. R. 1933 B 262. Where merchandise in- 
stallation and repair costs were included in operating 
expense, revenues from merchandise sales were required 
to be included. (Re Monhegan Water Company (NS), 


P. U. R. 1933 B 1.) 

328 Customers v. Lowell Gas Light Co. (Mass.), D.P.U. 
4916 (1935). 

sb Re Central Arizona Power & Light Co., 9 P.U.R. 
(N.S.) 270 (1935). Excessiveness is measured after 
determining what would be spent if no merchandising 
were done. 

33 New Hampshire v. New Hampshire Gas and Electric 

(Footnote 33 continued on page 157) 





of O 
dow 
Ohi 
busi 
Sup 
miss 
appt 
Sup! 
the 
the 

exce 
beer 
Unit 
evid 
and 

for t 
the 

com} 
and 

ring 
busi 
sitio! 
ulate 
what 
clain 
up d 
ure 

to be 
cess 

for ¢ 
load 
units 
of re 


Compa 
relatio! 
The 
incurre 
dising | 
on con: 
a subsi 
pany o! 
mission 
operati 
P. U. F 
4 Re 
1931 D 

% 128 
% We 
mission 
referrec 
Consoli 
Fed. 23 


UTILITY APPLIANCE MERCHANDISING 


of Ohio ordered a rate reduction and cut 
down the amount allowed the West 
Ohio Gas Company for securing new 
business,* appeal was taken to the State 
Supreme Court which affirmed the Com- 
mission’s action.* The utility company 
appealed the case to the United States 
Supreme Court and secured reversal of 
the State Supreme Court. In answer to 
the argument of the Commission that 
excessive new business expenses had 
been charged to operating costs the 
United States Supreme Court found the 
evidence did not substantiate the claim 
and refused to substitute its judgment 
for that of the company. Furthermore, 
the Court took specific cognizance of 
competition between gas and other fuels 
and the consequent necessity of incur- 
ring reasonable charges to foster normal 
business growth.** In view of this po- 
sition, it would seem necessary for reg- 
ulatory commissions either to allow 
whatever new business expense is 
claimed by utility companies or to set 
up definite standards by which to meas- 
ure excessive expenditures. Elements 
to be compared in measuring such ex- 
cess would include the amount spent 
for obtaining new business, additional 
load obtained measured in physical 
units as well as revenue units, and costs 
of rendering the additional service. 


(Footnote 33 continued from page 156) 
Company, P. U. R. 1932 E 369. Several intercompany 
relations were at issue in this case. 

The Broad River Power Company, an operating unit, 
incurred an expense of more than $30,000 on merchan- 
dising and jobbing under a contract to sell appliances 
on consignment for the Utility Appliance Corporation, 
a subsidiary of the Associated Gas and Electric Com- 
pany of New York. The South Carolina Railroad Com- 
mission ruled that the sum must be deducted from 
operating expenses (Re Broad River Power Company, 
P. U. R. 1933 C 351). 

4 Re Western Ohio Public Service Company, P.U.R. 
1931 D 1, 6. 

% 128 Ohio 301 (1932). 

% West Ohio Gas Company v. Public Utilities Com- 
mission of Ohio, 6 P. U. R. (NS) 449 (1935). The court 
referred to a similar decision of a lower federal court in 
Consolidated Gas and Electric Company v. Newton, 267 
Fed. 231, P. U. R. 1920 F 483, 515. The Kansas Su- 
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Cases involving valuation of utility 
property often present the question of 
whether merchandise assets and mer- 
chandise accounts receivable should be 
included in working capital. As a gen- 
eral rule, these items have been ex- 
cluded.*”7_ This practice is required by 
law in Washington and Wisconsin. 
Lamp Renewal Policy. The practice, 
so prevalent many years ago, of furnish- 
ing lamps to customers free of charge and 
including an energy charge for all cur- 
rent used on certain rate schedules, has 
been abandoned by almost all electric 
companies, either voluntarily or upon 
order of regulatory commissions. In 
1932 the Illinois Supreme Court held 
the free lamp renewal practice discrim- 
inatory because customers using a large 
amount of current for purposes other 
than lighting paid sums in excess of the 
cost of lamps they used; and, further, 
the practice virtually gave the utility 
company a monopoly over lamp busi- 
ness, since customers were forced to 
pay extra lamp charges even though they 
actually purchased lamps from depart- 
ment stores or other places.** The 
Massachusetts Commission ordered the 
practice abandoned in 1934 on prac- 
tically the same grounds.*® This atti- 
tude appears quite sound. Free lamp 
renewals and energy charges for certain 
classes of customers may have been 


preme Court in 1928 ruled that the Public Service 
Commission had erred in disallowing $66,000 of New 
Business expenses of a utility company. “The Com- 


mission is not the company’s business manager. The 
Company has a business manager of its own, who must 
be allowed good-faith exercise of judgment, discretion 
and initiative.” (Wichita Gas Company v. Public 
Service Commission, 126 Kansas 220; P. U. R. 1928D 
225). 

37 Department of Public Works of Washington v. 
Seattle Gas Company, 3 P. U. R. (NS) 433 (1934); 
Re Columbus (Ohio) Gas and Fuel Company, P. U. R. 
1933 A 337. 

38 Consumers Sanitary Coffee and Butter Stores 0. 
Illinois Commerce Commission, 181 N. E. 411; P. U. R. 
1932 D 26. 

39 Re Customers of Edison Electric Illuminating Com- 
pany of Boston, 5 P. U. R. (NS) 369. 
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more equitable in earlier times when 
electricity was used almost wholly for 
lighting and when lamps were of poor or 
uneven quality, but today variation in 
number of appliances and extent of use 
clearly make the free lamp renewal 
policy inequitable as among different 
customers in the same rate class.*° 


Government Activity and Appliance Sales 


In so far as policies of the National 
Administration may have resulted in 
larger consumer purchasing power, ap- 
pliance manufacturers, retail dealers, 
and utility companies doubtless have 
shared in the benefits of increased busi- 
ness. More specifically measurable bene- 
fits have been derived from operations 
of the TVA and its subsidiary, the 
Electric Home and Farm Authority 
(EHFA), and the work of the Federal 
Housing Administration. 

TV A and EHFA Policies. When the 
directors of TVA assumed their duties 
in 1933, they found a condition of near 
stalemate in the electrical business. 
Electric utilities claimed rates for elec- 
tricity could not be materially decreased 
until use of electricity was greatly in- 
creased. More general use of electricity, 
they claimed, was dependent upon the 
price of appliances. Appliance manu- 
facturers, on the other hand, urged that 
unless electric rates were reduced, vol- 
ume production and sales of appliances 
would be impossible and without volume 
production and distribution, prices could 
not be substantially reduced." 

The directors of TVA resolved to 
escape the dilemma and _ stimulate 
greater use of electricity in the seven 
states of the Tennessee Valley by (1) 
providing homes with very low-cost, 
standard-quality appliances on terms 


40 City of Milwaukee v. Milwaukee Elec. Riwy. and Lt. 
Co., 2-U-434, decided June 15, 1935. 

“1 Information Service, TVA, February 3, 1934. 

“For discussion of “objective” and “promotional” 
rate plans, see F. A. Newton, “The Commonwealth 
and Southern Objective Rate Plan,” 11 Yournal of 
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favorable to persons of low incomes, and 
(2) concurrently effecting a downward 
revision of electric rates. 

EHFA began operation in April, 
1934. Although it has power under its 
articles of incorporation to manufacture, 
buy, and sell appliances in its own name, 
activity has so far been confined to 
financing customer purchases of appli- 
ances and educational efforts. Financing 
services are available on major appli- 
ances (ranges, refrigerators, water heat- 
ers, portable motors, and water pump 
motors) approved by EHFA and bear- 
ing the TVA emblem, showing that they 
are built to EHFA specification as to 
quality and design and that the retail 
price fixed by manufacturers is reason- 
ably low. EHFA assumes the time pay- 
ment paper taken by independent dealers 
and utility companies upon the sale of 
approved appliances. Maximum ma- 
turity of these obligations is three to 
four years depending upon the number 
of appliances bought by a customer. 
Instalment collections are made by 
utility companies through monthly serv- 
ice bills and transmitted to EHFA 
which has Io million dollars, made avail- 
able by the RFC for financing appliance 
purchases, and the rediscount facilities 
offered by banks. 

As a condition of offering financing to 
dealers and utility companies, EHFA 
has required revision of rate structures 
along lines that will make the use of 
appliances practicable. “Objective” or 
“promotional” rate schedules offering 
very low rates for large use of electricity 
have been introduced successfully. Ex- 
perience of the TVA with these forms of 
rates has stimulated experimentation in 
other areas.‘ 


FHA and Appliance Selling. The 


Land & Public Utility Economics 117 (May, 1935) 
and “New Rates for Domestic Electric Service,” 2 
Edison Electric Institute Bulletin 4 (1934); H. Zinder 


and W. E. Caine, “Bargain Sales of Electricity,” 
Footnote continued on page 159) 
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Federal Housing Administration has 
made gas and electric appliances of a 
minimum sale price of $35 eligible for 
financing under its better housing pro- 
gram. Dealers or utility companies 
selling appliances on time to customers 
eligible under terms of the National 
Housing Act may pass the paper on to 
banks and receive immediate payment 
at a low discount rate. The Government 
guarantees 20% of the loan and the 
bank assumes the remaining risk with- 
out recourse to dealers. Terms of custo- 
mers’ payments include a minimum 
monthly payment of $3, with a minimum 
of 12 and a maximum of 36 months in 
which to make total payments. 
Summary and Conclusions 

Widespread opposition to utility ap- 
pliance merchandising, so prevalent 
three or four years ago, has almost dis- 
appeared. Misunderstanding and bitter- 
ness have largely given way to dealer- 
utility cooperation designed to increase 
appliance sales volume to the mutual 
benefit of utilities and dealers. De- 
mands that public service companies 
cease selling appliances are but un- 
echoed cries compared to the concerted 
drives of 1931 and 1932. Utility com- 
panies have become alive to the bene- 
fits and requirements of favorable trade 
relations. Certain merchandising prac- 
tices have been abandoned by many 
utility companies out of consideration 
for the wishes of dealers, and dealer- 
utility cooperative activity, generally 
initiated by utility companies, has ex- 
tended to dealers the opportunities to 
sell appliances on terms similar to those 
offered by utility companies. Condi- 
tions upon which utilities have extended 
these opportunities have not been diffi- 
cult for dealers to meet. 


(Footnote continued from page 158) 
Public Utilities Fortnightly, June 6, 1935, p. 690. See 
also Re Alabama Power Co., 3 P. U. R. (NS) 355 (1933) 
and 4 P. U. R. (NS) 225 (1934); Re Wisconsin Michigan 


159 


The controversy over utility mer- 
chandising was one of opposing business 
groups motivated by the desire for 
profits without much reference to the 
welfare of the public generally. Today, 
dealers and utilities are making co- 
operative assaults upon the sales re- 
sistance and pocketbooks of customers 
throughout the country. In this con- 
nection a certain word of caution is not 
amiss. Appliance sales in the future 
should be made on the basis of real need 
and service to the customer rather than 
for sheer increase in sales of appliances, 
or kilowatt hours of electricity and cubic 
feet of gas. There is danger of selling 
purses to persons who have no money to 
put in them. Contrary to the implica- 
tion sometimes drawn from “satura- 
tion” figures compiled by trade journals 
and quoted so frequently by commercial 
managers of utility companies, every 
unwired home is not a candidate for 
wiring and every wired home is not a 
candidate for a refrigerator or a radio. 
Market analyses for appliances have 
seldom gone beyond the quantitative 
stage. Qualitative analyses should be 
made to determine the ability of each 
household served to afford appliances, 
and sales energy should be confined to 
those possessing the ability to pay. We 
are still suffering from overexpansion of 
instalment selling and buying which 
occurred before the “great change” of 
1929 and subsequent years. Perhaps ina 
competitive business system it is too 
much to expect sellers of commodities 
and services to overlook the chance of 
immediate profits for the sake of other 
motives, especially in the absence of 
definite standards for judging custo- 
mers’ effective demands. Public service 
companies are in position to contribute 


Power Company, 4P.U.R. (NS) 276 (1934); Re Wiscon- 
sin “Low-Gost” Rate Plan, 2-U-810, Order to show cause, 
Jan. 26, 1935 and Intermediate Order, April 18, 1935. 








160 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


most in this direction so far as the ap- 
pliance market is concerned. The 
EHFA can do much by setting up mini- 
mum standards to govern the financing 
of appliance purchases. A reasonably 
secure annual gross income that exceeds 
by certain multiples, varying with the 
size of family and other circumstances, 
the annual payments on account of 
appliance purchases is suggested as one 
approach to a standard. 

Specific results of TVA and EHFA 
activities are reduction in manufacturers’ 
prices on appliances and production of 
models more suitable to the needs of 
people with small incomes, reduction in 
appliance distribution costs largely 
through relieving retailers of financial 
risks, and drastic reductions in rates 
and revamping of rate schedules to 
make practicable the use of major ap- 
pliances. All these results have com- 
bined to produce the ends sought— 
namely, increased sales of appliances 
as well as electricity. Since the summer 
of 1933, sales figures for electricity in 
the regions served by TVA, particularly 
in Alabama, Tennessee, and Georgia 
(states of relatively low incomes) have 
exhibited the greatest increase of any 
area in the United States. Experimenta- 
tion with revised rate structures has 
been undertaken in other localities and 
the EHFA is considering the possibilities 
of extending its financial services out- 
side the Tennessee Valley area. With 
reduced rates for electric service and 
reasonably priced appliances sold on 
liberal instalment payment plans, elec- 
tricity will probably be extended to 
areas and homes now without its use 
and used more intensively and for a 
greater variety of purposes in still 
other homes. At the present time the 
replacement market alone offers legiti- 
mate opportunities for volume sales of 
appliances at favorable prices. 


Legal questions pertaining to utility 
appliance merchandising have been clari- 
fied somewhat during the past five 
years. That utility companies have the 
legal power to sell, install, and service 
appliances in the territory in which 
utility service is sold seems now well 
established. Such activity, although 
proper and incidental to the utility 
function, is not subject to direct regu- 
lation. Public service commissions have 
no power to fix prices at which appliances 
are sold, installed, and serviced. Sys- 
tems of accounts may be required to 
show the results of merchandising separ- 
ately from the results of utility opera- 
tions. The general tendency among 
commissions is to disallow merchandis- 
ing expenses in the costs of service to 
ratepayers. Conversely, merchandising 
revenues are not included in operating 
income. Much confusion exists as to 
what is the proper method of allocating 
certain commercial expenses between 
promotional or new business expense, 
to be borne by ratepayers, and mer- 
chandising expenses, to be borne by pur- 
chasers of appliances. Courts, including 
the United States Supreme Court, have 
clearly held this allocation to be a 
managerial function which the com- 
missions cannot set aside except when 
the division is proved by factual evidence 
to be unreasonable. No definite stand- 
ards of reasonableness have been set 
up either by courts or commissions. 
Oftentimes by accounting methods util- 
ity companies will show profits on mer- 
chandising operations and commissions 
make no inquiry regarding merchandis- 
ing expenses and revenues. The chief 
concern of commissions in requiring 
some division of commercial expenses 
between merchandising and utility oper- 
ations is to prevent discrimination be- 
tween ratepayers who use different 
kinds and numbers of appliances. 
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Removing the Obstacles to Group Rehabilita- 
tion of Real Properties 
By ARTHUR C. HOLDEN* 


I 


HOSE who are interested in the 

rehabilitation of blighted sections 

of American cities know that an 
effective method is needed which will 
permit property owners to act in con- 
cert to improve their properties in har- 
mony with a general plan for the 
neighborhood. The blight of urban 
properties has long been regarded as the 
result of unrestrained and incoherent 
development of individual properties 
with overemphasis upon opportunism 
and exploitation to the neglect of the 
long-range point of view and sound 
economics. 

While it is recognized that group 
action is essential to carry out an effec- 
tive program for rehabilitation, there 
has as yet been no concerted effort to 
overcome the psychological, legal, and 
physical obstacles which have been pre- 
venting group action. 

In the first place, it is important to 
stress the common interests rather than 
the conflicting interests of adjacent prop- 
erties. This implies a concept of real 
estate based upon services derived there- 
from rather than upon paper profits 
wrung from the active merchandising 
and turnover of real estate. It is neces- 
sary to recognize the inevitable chaos 
that is created when owners seek greater 
and greater use of their own property 
through the capture of patronage which 
might otherwise go to competing prop- 
erties. With the advent of the automo- 
bile, congestion is no longer a likely 

* Architect; Director of Studies, Land Utilization 


Committee, New York Building Congress; Member, 
Mayor’s Committee on City Plan for New York. 


escape from the consequences of depre- 
ciation and obsolescence. It is, there- 
fore, a vital social concern to find a 
means to get rid of unfit housing and 
to remove the depreciating influence of 
unfit real estate in general. 


IT. Obstacles Caused by 
Restrictive Procedure 


Any practiced real estate man will 
warn against the attempt to get owners 
to act in concert, and will advise “‘buy- 
ing them out.” Too frequently do we 
forget that the high costs of buying are 
the result of the necessity for resolving 
the very same difficulties which bulk so 
large when cooperative group action is 
suggested. Where property is sold sub- 
ject to a mortgage, the mortgage must 
always be reckoned with in planning 
for improvement of the property. Where 
the use value of the property has de- 
preciated below the face value of the 
mortgage, the property cannot be taken 
over without discounting the mortgage. 

Mortgagees at the present time, es- 
pecially institutions and fiduciaries, are 
extremely sensitive to criticism. They 
therefore feel obligated to make the 
attempt to realize the highest price pos- 
sible in disposing of the mortgages for 
which they are responsible. Accordingly, 
this class of lender is very loath to pro- 
ceed except along well-tried lines of 
action. It is a routine matter to refuse 
to give satisfaction on a mortgage unless 
it is paid in full both as to principal and 
interest. It is also a routine matter to 
pass through the successive stages of 
rent assignments and foreclosure pro- 
ceedings to the ownership of the prop- 
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erty. The usual institutional mortgagee 
prefers to take this course even though 
the expense involved is great and ulti- 
mate ownership of a single parcel may 
be of doubtful benefit. When all mort- 
gagees pursue individual courses of 
action, little can be done to bring about 
a cooperative plan for neighborhood 
improvement. 

There is a need today for action by 
state governments to grant wider free- 
dom of action to institutional and fidu- 
ciary mortgagees which will permit them 
through group management and plan- 
ning to participate in coordinated plans 
for improvement of depreciated areas. 
At the present time the divisions of indi- 
vidual property lines are more hamper- 
ing because of the barriers raised by 
mortgage contracts and existing legal 
procedure than because of the actual 
physical barriers of brick walls. The 
most far-sighted step yet taken is an 
amendment to the banking act in New 
York State! which has set up two organi- 
zations known as the Savings Bank 
Trust Company and the Institutional 
Securities Corporation. These organiza- 
tions are empowered to act as trustees 
for the composition of mortgages en- 
trusted to them by member savings 
banks. The legislation falls short in 
that it did not specifically provide for 
neighborhood cooperation for rehabilita- 
tion of depreciated properties; nor did 
it permit cooperation with individual or 
institutional mortgagees other than sav- 
ings banks. The Institutional Securi- 
ties Corporation is at the present writing 
planning to form subordinate corpora- 
tions to which it will assign title to 
certain properties acquired through 
mortgages deposited with it. Through 
these corporations it proposes to take 


1 Subdivision 14 was added to the Banking Laws by 
Chap. 255, Sec. 1 of 1934, amended by Chap. 687 of 


1935. 
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further steps to acquire intervening 
properties so that adequate plottage 
may be assembled under a single con- 
trol that will permit coordinated im- 
provement or rebuilding. 

Some difference of opinion still exists 
as to whether legislation enabling mort- 
gagees as well as owners to take such 
forward steps should be based entirely 
upon voluntary cooperation or should 
carry with it the power to compel ad- 
herence to the plan of improvement by 
minority properties. A certificate of 
necessity issued by a court would of 
course be required before compulsion 
could be invoked. Procedure might 
originate through a petition from a 
public health officer, a large majority of 
property owners, or mortgagees or ten- 
ants, or the tax department of the mu- 
nicipality. 

It is true that certain powers of com- 
pulsion already exist; for example, mort- 
gagees may compel adherence to a plan 
of improvement where the specific mort- 
gage is in default. In New York City, 
both the Building Department and the 
Tenement House Department have the 
legal power of compelling adherence to 
the building code and the Multiple 
Dwellings Law, even though the admin- 
istrative set-up is inadequate to secure 
compliance. 

A year ago a new paragraph was added 
to the Dwellings Law? permitting the 
granting of a two-year stay against 
routine conformity, provided the owners 
of the properties in question enter into 
binding agreements to transfer their 
properties to a corporation for the pur- 
pose of a coordinated neighborhood 
improvement. To date, owners have 
been reticent to put their properties 
together in the absence of a definite 
assurance that new credits would be 


2Sec. 1, Chap. 713 of 1929; Chap. 61-a of Consol. 
Laws amended by adding new Sec. 310. 
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forthcoming permitting them to improve 
and rebuild. In the opinion of the writer 
it would be advisable for the PWA Hous- 
ing Division as well as institutional 
lenders to come forward with offers of 
financing in order to test the efficacy 
of the plan. 

At the present time there is a need 
for exploratory work and research along 
the lines of reorganization. It is unfor- 
tunate that technical men, including 
architects, engineers, city planners, ap- 
praisers, and lawyers cannot be retained 
to work on the problem because the 
entities that need their services cannot 
come into existence until after the serv- 
ices are performed. Professional men 
have been accustomed to depend upon 
individual clients for assured compen- 
sation. Where it is in the public inter- 
est to create new types of group entities, 
it would be good public policy for ad- 
vance credits to be extended from public 
moneys to permit the necessary explora- 
tory work by professional men to go 
forward. Such credits could be reim- 
bursed from the corporate funds of the 
group entities after they are formed. 


Group enterprise is also hampered by 
antiquated methods of procedure which 
are imposed upon municipalities with 
respect to public improvements. The 
present law of condemnation is cumber- 
some in most of the states. Although it 
is possible to eliminate many of these 
difficulties by arranging for public dedi- 
cation of private properties, difficulties 
are at once involved where it is desired to 
realign public streets and to give over 
to private use properties formerly used 
for public purposes. The City of Erie, 
Pennsylvania carried out a progressive 
experiment through an agreement be- 
tween the city and private owners to 
deposit all properties with a trustee for 
remapping. The map was redrawn. The 
trustee than proceeded to dedicate the 
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new streets to the city and gave a deed 
to each original owner for a parcel of 
property proportionately equivalent to 
his former holding along with new 
boundary lines and frontages. 

It would be a far step in advance if 
the principle of pooling properties were 
specifically recognized at law and if 
municipalities were empowered, in cases 
where private property is taken, to make 
awards for damages to the group instead 
of to individual parcels. Thus damages 
instead of being dispersed to individual 
private owners and largely consumed 
in satisfying private claims could be 
applied as the nucleus of a group rehabil- 
itation fund for reconstruction of private 
properties abutting upon the improve- 
ments. Were such a policy current, we 
would not see private properties abutting 
on public improvements, such as the 
Olive Street widening in St. Louis, held 
for speculation in an arrested state of 
development for a period after the im- 
provement. 


ITI. Psychological Obstacles 


Owners of real estate are not neces- 
sarily psychologically disposed to do the 
reasonable thing. A good deal of lip 
service has been given to the idea of 
city planning and community planning. 
Many elaborate sets of maps have been 
made indicating improvements that 
could be made in the street pattern if mu- 
nicipalities could find the ways and 
means for acquiring property and making 
the proposed changes. Beautiful draw- 
ings are frequently made suggesting im- 
provements to private properties abut- 
ting on public improvements. But only 
infrequently are plans for construction 
in terms of blocks and neighborhoods 
founded upon a sound economic basis. 

The real estate mind entertains only 
an academic interest in such proposals. 
It is far better trained to respond to 
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and expect results from the speculative 
method. Beacon Hill in Boston was 
“brought back” after a period of deca- 
dence by the independent action of a 
great number of individuals who made 
improvements, convinced that the pic- 
turesque qualities of the Hill and its 
convenience made it a place where the 
so-called “best people” would want to 
live. These same tactics were pursued 
in numerous locations in New York City, 
the most successful operation being in the 
Sutton Place section where the move- 
ment was initiated by inducing one or 
two women of an unquestioned social 
position to do over some picturesque old 
houses overlooking the River. There is 
no doubt that this method produces 
results where conditions are ripe, but a 
more generally applicable method is 
essential to deal with the great bulk of 
depreciated properties. 

The writer had some connection with 
the concerted attempt which was made 
to work out a plan of rehabilitation for 
New York’s notorious Lower East Side. 
Harland Bartholomew was called in con- 
sultation from St. Louis to advise on 
drawing up a plan. There is perhaps no 
depreciated neighborhood in the world 
with respect to which more facts have 
been gathered, nor where the underlying 
situation has been more carefully ana- 
lyzed. Knowledge, however, does not 
always provide the spark that assures 
action. It was the alertness of George 
Gove, Secretary of the New York State 
Board of Housing, that wrote into fed- 
eral legislation in Mr. Hoover’s admin- 
istration the proviso that loans could 
be made by the Reconstruction Finance 
Corporation for the purpose of “slum 
clearance and low rental housing.” It 
immediately appeared that the last 
obstacle to progress had been removed. 

There was, however, no organized 
entity to which loans could be made. 
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The real estate mind instinctively looked 
to a promoter—big enough to take over 
properties and proceed on a large scale. 
The State Board of Housing was em- 
powered only to supervise. Property 
assembly appeared to be the major issue. 
Mindful of the evils of speculative prof- 
its, socially minded people demanded a 
body to which the State might delegate 
the powers of mandatory action. The 
New York City Housing Authority was 
incorporated as a result of special legis- 
lation in 1934. Immediately every 
holder of depreciated property in the 
blighted sections of New York was ready 
to offer his property at a price for a huge 
rehabilitation scheme. Cleveland and 
other western cities immediately copied 
the idea and there followed in various 
sections of the United States the clamor 
that local authorities should take over the 
job of rehabilitating blighted areas. But 
a controversy developed which brought 
about a deadlock. It was not unnatural 


for owners of the depreciated properties 
to seek to get as much as they could in 
order to recover past losses and to pay 
off both mortgage indebtedness and 


back taxes. On the other side, it was 
equally natural for local authorities 
responsible for dispensing public moneys 
and eager to provide homes for those of 
low income to demur at paying a high 
price for land. They were obliged to 
advocate subsidies in order to write 
down the high capital expenditure made 
necessary by the assembly of property 
and new construction. 

In the resulting discussions the fact 
that the rehabilitation of blighted areas 
is fundamentally an economic problem 
was completely lost sight of. It is the 
blight of urban properties which has pro- 
voked the flight from the city of those 
who can afford to be choosers. It is 
blighted properties that are destroying 
their owners as well as those who live in 
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them and which have so threatened the 
stability of mortgage investments that 
institutional lenders have resisted all 
efforts to extend further credits. Not- 
withstanding this, property owners, 
mortgagees, tenants, and even city offi- 
cials have for the past two years taken 
refuge in the hope that in some way or 
other the Federal Government would 
cut the Gordian knot and solve their 
problem for them. It is old real estate 
psychology that there are two safe 
courses of action: the first is to let a 
prodigal and perhaps reckless promoter 
take the risk; the second is to wait until 
things are so ripe that one can oneself 
afford to be prodigal. Until the illusion 
is dispelled that someone else can save 
the day, it is unlikely that owners of 
property in blighted sections will awake 
to the realization that they must work 
out their own salvation. 

Such a conservative body as the Na- 
tional Association of Real Estate Boards 
has recognized the necessity for devising 
ways and means whereby property own- 
ers may act in groups to prevent neigh- 
borhood depreciation as well as to pro- 
vide machinery for the improvement of 
depreciated neighborhoods. Tentative 
as are the Board’s proposals, at least a 
beginning has been made in sketching 
a legal framework that will create an 
entity through which the owners in a 
neighborhood may act in concert. Dis- 
cussion has been provoked in many of 
the principal cities as to the form which 
group action should take. Criticism of 
the proposal has been made on the 
ground that it would incr ase the com- 
plexity of local government and might 
tend to increase the tax burden. It 
would result in a reassessment of prop- 
erties within an incorporated Home Dis- 
trict and the city would pay back to the 
district a certain proportion of the taxes 
collected for the special services per- 
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formed by the corporation in maintain- 
ing and improving the standards of the 
district. 

The research work that has been done 
locally in Cleveland and in New York 
City and by the Real Property Inven- 
tories throughout the United States has 
stimulated analytical examination of 
existing real estate conditions. For the 
last four years various groups in New 
York have given active thought to 
specific obstacles in the way of group 
action. The experience of the Land 
Utilization Committee of the New York 
Building Congress has been especially 
illuminating. Analytic studies of the 
waste and drain upon real estate caused 
by cumbersome procedure and destruc- 
tive competition from depreciated prop- 
erties should do much to break down the 
psychological impedimenta to group 
action. 


IV. The Dead Weight of Inertia 


Let us turn for a moment to consider 
certain lost opportunities where group 
action would have provided the solu- 
tion could it but have overcome the 
dead weight of inertia. 

The vacant house on Summer Street 
had long been a matter of concern to 
the neighborhood. Since the death of 
the widow the ownership had passed out 
of town. Suddenly it was found to be 
rented to an undesirable family that 
began the accumulation of junk in the 
back yard. There was no zoning law to 
invoke for protection. Investigation 
divulged that the junk man was paying 
$30.00 a month rent whereas $500.00 
repairs on the property would make it 
marketable at $60.00 a month. Twelve 
neighbors were asked to put up $50.00 
apiece to make the repairs and pay for 
the moving expenses of the junk man. 
Upon the consent of the estate to use 
¥% of each month’s rent to pay off the 
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loan, a general agreement was drawn 
up by the group restricting use of all 
abutting property to residential occu- 
pancy only. But it was never signed 
and the junk man continued to menace 
the neighborhood because several of the 
owners thought that if they tied them- 
selves up in agreements they might miss 
a profitable sale for their property. 

On Central Avenue the problem was 
very different. The fine old houses 
stood well back from the roadway amid 
ample shaded grounds. Out of what 
seemed to be a clear sky one the oldest 
residents received an offer from a na- 
tional chain store which sought a busi- 
ness site strategically located between 
the older business section and the newer 
outlying residences. Naturally, the 
neighbors were horrified but the judg- 
ment of the chain store people was 
confirmed by an immediate offer from 
a gasoline sales organization for frontage 
cut from another old place. Of course, 
much talk about civic pride followed. 
The owners of the residential properties 
met and drew up an agreement not to 
sell for business purposes, contingent 
upon the owners in the existing business 
section entering into a covenant with 
them. The business owners seemed 
willing to do this to arrest the trend of 
business away from the center already 
devoted to trade. In order to be fair to 
all it was proposed to transfer the im- 
portant business properties to a single 
corporation. Certain border properties 
were added to permit rebuilding and 
improvement of the store blocks and 
arranging for automobile parking space. 
The residential owners were asked to 
agree to dedicate a strip of frontage 20 
feet wide to the municipality to be 
maintained as a buffer park. In con- 
sideration of what they gave up, each 
residential owner was to receive a stock 
interest in the business block to be 
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determined by an impartial appraisal. 
Under the agreement disastrous com- 
petition was checked and replanning 
and replacement provided for in the 
business section and a valuable residen- 
tial atmosphere was preserved, subsi- 
dized by the stabilized earnings of the 
business section. But the agreement was 
never ratified because, before the details 
could be worked out, someone in the 
residential section grew impatient and 
sold out for a high price, thus capitaliz- 
ing a special advantage to himself and 
compelling all the other owners to wait 
for a high price and change of use, in 
order to win back the loss caused by 
the invasion of business into a quiet 
residential neighborhood. 

Types of group action such as cited 
above have failed because it has not 
yet been possible, on the one hand, to 
visualize the advantages that are pos- 
sible and because, on the other, little 
has been done to show how fair partici- 
pation in both the advantages and re- 
sponsibilities of group action may be 
assured. In this direction some progress 
has been made through the studies of 
the Land Utilization Committee in the 
depreciated neighborhoods of New York 
City. 

It is well to remember that no neigh- 
borhood is so depreciated that it does 
not include at least a few owners and 
perhaps several mortgagees whose posi- 
tion is especially favorable. The accom- 
panying diagrams are interesting for 
the graphical method that has been used 
to familiarize owners with their relative 
position in the neighborhood economy 
and the advantages that may accrue 
from concerted action. 

On New York’s Lower East Side are 
many blocks where vacancies in the old 
apartments and rooming houses run as 
high as 30% per block. On Diagram I 
the figures with square symbols denote 
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a net gain; those within round symbols 
denote loss. The ““M” within the square 
or circle indicates whether mortgage 
interest is earned or not. The bar 
graphs at the bottom show balance 
sheets for the block as a whole, through 
recommended progressive stages of pool- 
ing of equities; clearing of vacant or 
depreciated properties; and a gradual 
program of replacement commencing 
with the redevelopment of the land 
which has been cleared. Let us call to 
mind the helplessness of the owners of 
these properties who have deficits to 
face and no prospect of improvement 
because of the drag of the blighted 
condition of this whole section of the 
city. Here again hope of a solution 
lies only in joining to promote common 
interests which can be demonstrated to 
be more vital than possible conflicts of 
interest. When approximately % of a 
block is vacant it suggests that by a 
rearrangement of tenants every third 
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building might be demolished without 
losing a dollar of rent. Such a rearrange- 
ment indicates that virtually % of taxes 
on improvements can be saved, and per- 
haps as much as % of maintenance 
charges. These savings result in a net 
saving upon the block as a whole. It 
is possible to work out a method whereby 
savings can be distributed equitably to 
owners and mortgage investors in the 
block. 

By a contract which provides for 
each property to receive the equivalent 
of its present net earnings plus a share 
of the savings attributable to group 
management (the latter to be based 
upon an appraisal of all properties on a 
ratio basis), it can be made attractive 
to profitable properties as well as to 
properties in default to enter into group 
management or pooling agreements. 
Diagram II? has been prepared to illus- 


3 Differences in figures given are attributable to the 
fact that financing costs are not shown on Diagram II. 
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DIAGRAM II 
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trate graphically the method for appor- 
tioning savings. It can be seen that 
all properties can be lifted above the 
line of zero earnings. Yet the greater 
share of the augmented earnings goes to 
the more valuable properties. 
V.. Governmental Attitude 

Through the economies of group 
action, the waste of individual anarchy 
in real estate can be largely reduced 
and better facilities can be planned and 
provided for. Here is a concept which 
should enlist the sympathetic assistance 
and sanction of state governments. 
There should be a constructive mould- 
ing of the legal framework to recognize 


the neighborhood as an entity and to 
facilitate the making of contracts for 
neighborhood protection and homoge- 
neous neighborhood development. The 
police power of the state may be invoked 
to assist and protect owners and others 
who enter into agreements for improve- 
ment and protection of their commu- 
nities. At the present time, when so 
much attention has been concentrated 
upon governmental action, it is strange 
that there has been a tendency to over- 
look the responsibility of government to 
foster concerted action by individuals 
to secure advantages which are decidedly 
in the public interest. 











Simplifying the Solution of Economic Problems 
Relating to Immediate versus Deferred 
Investment 
By NEWTON O. BURNETT* 


call for a careful consideration of 
immediate expenditures as opposed 

to postponed investment, some of these 
problems being so complex as to require 
intensive study by outside specialists. 
Every problem of this character neces- 
sarily requires separate treatment and, 
even though it may possess some fea- 
tures in common with or similar to those 
of a previous study, cannot be handled 
in anything like a routine manner. On 
the other hand, many questions con- 
stantly appearing are much simpler in 
character, but nevertheless require in- 
dividual consideration by management. 
In view of the apparent simplicity of 
problems of the latter type, the depart- 
ments entrusted with their solution are 
frequently requested to submit reports 
at very short notice, and under these 
conditions often resort to many approxi- 
mations. Although certain approxima- 
tions are generally in order, answers are 
sometimes greatly in error, or at best 
confusing or ambiguous, where improper 
assumptions have been made either as a 
result of haste or because of lack of data. 
For these reasons it is highly desirable 
to develop definite methods of procedure 
for the rapid and accurate solution of 
certain types of economic problems, and 
the purpose of this paper is to present 
one such method and to demonstrate its 
effectiveness by a specific application. 


Scope 
The general run of immediate-versus- 


apr frequently arise that 


* Assistant Engineer, System Planning Division, 
Inside and Outside Plant Bureau, New York and 
Queens Electric Light and Power Company. 


postponed-investment problems, which 
is the only type herein considered, can 
be divided into three distinct groups: 
(A) those problems in which it is simply 
a question of whether certain fixed 
capital construction should be done at 
the present time or should be postponed 
and done under different conditions; 
(B) those problems in which a complete 
fixed capital installation is made at the 
present time as opposed to equivalent 
construction installed in steps over a 
period of time; and (C) those problems 
in which a complete permanent fixed 
capital installation is made at the present 
time, as compared with the alternative 
of a temporary inexpensive system which 
is installed for a short period and re- 
placed at the end of that period by a 
permanent installation. 


Course of Procedure 


General. The actual items that should 
be taken into account in solving prob- 
lems of this character depend not only 
upon the nature of the problem itself, 
but also upon the personal points of 
view of the executives requesting the 
solution. That is to say, it may be 
deemed expedient or desirable to omit 
certain factors in one case that are highly 
important in another, and the selection 
of the proper items is largely a matter of 
individual opinion and interpretation. 
Then too, basic methods of procedure 
are themselves often the subject of 
controversy, as for example, whether in 
determining future worth certain annual 
charges should or should not be com- 
pounded, or whether the element of 
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depreciation should be considered on the 
basis of an accumulating fund or should 
be treated in some other manner. 

Regardless of the nature, however, of 
either the separate details of the problem 
or the general method of attack adopted, 
the object of any solution is to present 
the final data in such a way as to permit 
rapid review and prompt and accurate 
decision. It is believed that the course 
of procedure hereinafter described not 
only meets these requirements to a very 
satisfactory degree, but at the same 
time is sufficiently flexible, with proper 
adaptations, to cover a wide range of 
problems. 

Basic Assumptions. The basic as- 
sumptions of the procedure presented 
here are: 

1. All comparisons between two or 
more alternative propositions are to be 
based upon the respective present worths 
which will be derived directly from the 
future worths. 

2. The future worth of any plan is to 
be considered as representing the sum 
total of all costs incurred during the 
period of comparison. 

3. The costs are to comprise only the 
item of fixed charges and any unusual 
expense incurred as a result of the pre- 
mature retirement of facilities. (Al- 
though omitted, maintenance charges 
could readily be included.) 

4. All fixed capital construction is to 
be assumed to be financed from the sale 
of capital stock or from bonds that are 
to be refunded at maturity from new 
bond issues, thus creating a perpetual 
debt and eliminating the element of 
amortization of principal from the cal- 
culations. (As will be apparent herein- 
after, however, the inclusion of a con- 
stant annual charge sufficient to effect 
complete amortization would complicate 
the problem only slightly.) 

5. Fixed charges are to consist of the 
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following items and are to be taken as a 
constant percentage of capital invest- 
ment: (a) interest on the investment; 
(b) taxes; (c) insurance; and (d) re- 
tirement. 

6. The item of retirement is to be 
treated from the standpoint of a de- 
preciation fund which is built up from 
equal annual payments and which ac- 
cumulates compound interest. 

7. All items of fixed charge or expense 
are to be compounded annually to the 
end of the period of comparison and at 
the same interest rate as that taken for 
the return on the investment. 

This compounding of charges is based 
upon the premise that any particular 
charge or expense must be met from 
revenue, and that if such charge or 
expense had not been incurred the 
equivalent amount of revenue could 
have been assumed to earn compound 
interest in determining its future worth. 

Compounding of costs would appear to 
be the most equitable method to use 
when considering a problem from the 
standpoint of a holding company or 
similar ownership, where profits from a 
subsidiary may not be dissipated, but 
may instead be retained and perhaps 
reinvested in the business. 


Basic Solution 


Regardless of the time at which a 
particular installation is made, once the 
expenditure has taken place, the fixed 
charges will accumulate in accordance 
with the annuity equation, 


Equation (1) 
Y=A [eters | 
r 


Where Y=Cumulative sum of annual 
charges, or future worth 


A=Annual charges 
n = Total elapsed time 
r =Annual interest rate 








IMMEDIATE VERSUS DEFERRED INVESTMENT 


Utilizing Equation 1 to express the 
future worth of an immediate installa- 
tion, 

Equation (2) 


r 


Where A; represents the annual charges 
on the complete investment. 


Equation 2 is represented by Curve 
(A) in Figure I, the curve passing 
through the origin. 

The future worth of a deferred in- 
stallation can likewise be expressed by 
means of the general equation which is 
written in this case in the form, 


Equation (3) 
Y=A, [e -+-r)** = | 
r 


Where A, represents the annual charges on 
the total deferred investment and 





CHART APPLICABLE TO BASIC 
SOLUTION 


CURVE (A) - COSTS FOR IMMEDIATE 
CONSTRUCTION 


CURVE (8B) - COSTS FOR DEFERRED 
CONSTRUCTION 
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differs from Ay because of the 
different conditions under which 
the installation is made. 


x represents the period of deferment. 


Equation 3 is represented in Figure I 
by Curve (B) which, unlike Curve 
(A), does not pass through the origin, 
but starts instead at the “x”th year. 

In many problems the equivalent de- 
ferred construction might require an 
appreciably greater investment than 
would immediate construction, and in 
those cases Curve (B) will then rise 
more rapidly than Curve (A). Under 
these conditions there will be certain 
cases in which the charges on the more 
expensive future installation will even- 
tually become equal to and then exceed 
those on the present cheaper installa- 
tion, regardless of the period of de- 
ferment. In order to reduce all problems 
to a practical working basis, therefore, 
a limitation should be put upon the 
value of “‘n” which is the total period of 
comparison. With this limitation made, 
it is evident that there will be one value 
of “x” for each given value of “n” for 
which the future worths of the alterna- 
tive plans will be equal. This so-called 
critical value of ‘“‘x” will be seen to be 
the basic factor in all the following 
solutions. 


General Solution of Problems in Groups 
“_ “<BR” and Se 


The percentages to be used in com- 
puting the fixed charges in any particu- 
lar problem depend upon many factors, 
some of which are very controversial 
in character. For this reason, it was 
decided to omit from the present paper 
all reference to the breakdown of such 
items. It will be stated here, however, 
that an overall charge of 12.5% on the 
investment was assumed for all con- 
struction except the temporary installa- 
tion, the total fixed charge rate on that 





172 


item being slightly greater because of 
the assumption of a somewhat higher 
retirement rate in that particular case. 
Group “A”: Complete Immediate In- 
Stallation vs. Deferred Identical 
Construction 


Problem: Given A; and A; which are 
obtained as direct percentages of the 
respective investments, it is required to 
find the critical value of “x”. 

As indicated in the preceding section, 
the critical value of ‘‘x” occurs where the 
future worths of the two plans are equal, 
and this relationship is satisfied by 
equating to each other the right-hand 
members of Equations 2 and 3 or, 


af Ct0"—1) = Ae [| cteras) 


Simplifying, 
Equation (4) 
Ar 1 (+r)? *—1 
As (1+r)® -—1 
It is evident from Equation 4 that for 
a given value of “n,” “x” can be de- 
termined for various values of the ratio 
Ai /A,. Curves can then be plotted be- 
tween the ratio A; /A, as ordinates and 
critical values of “x” as abscissas for 
several different values of “‘n,” as in- 
dicated in Figure II. 


' 
CHART APPLICABLE TO GROUP ‘A’ 


CRITICAL VALUES OF *x"FOR IMMEDIATE 
VS DEFERRED CONSTRUCTION 


CRITICAL VALUES OF “x” 
FIGURE IT 


Since A; and Az: are directly propor- 
tional to the corresponding investments, 
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it is usually sufficient to know the in- 
stallation costs and period of compari- 
son, in order to find at once the critical 
value of “‘x,” or the period of deferment, 
below which immediate construction is 
economically justified; above which, 
indefinite postponement is advisable. 
It may be found in certain cases, how- 
ever, that the percentages for fixed 
annual charges are different for the 
alternative plans, and under those con- 
ditions it will be necessary to compute 
the actual values of A; and Ag. 


Group “B”: Complete Immediate In- 
Stallation vs. Equivalent Sequential 
Construction in Two Steps 


In these problems, it is assumed that 
the first step of the sequential installa- 
tion will be required immediately and 
that the second step will follow at the 
expiration of “‘x’’ years. 

The future worth of the first step can 


then be expressed as, 


hina! easy 


r 


Where A;=Annual charges on first part’ of 
sequential investment. 


And the future worth of the second 
step will be, 


A, = [s +r)ex— | 


r 


Where A,=Annual charges on final part 
of sequential installation. 


The complete immediate installation will 
be represented as before by Ai. 

Problem: Given Ay, A3, Ag and “n,” 
it is required to find the critical value 
of “x”. 

As in Group “A”, the critical value of 
“x” occurs when the future worths of 
the two plans are equal at the end of 


n” years, this condition being satis- 
fied by the following equation: 
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Equation (5) 
A, [© tt lead © as tinead ide 
r r 


[He 


r 
Transposing and simplifying, 
Equation (6) 


Ai—As3 ve (i+r)®*-1 
Ag (I-+r)" _y 





It is seen at once that Equation 6 is 
analogous to Equation 4, and curves 
can therefore be drawn between the 
ratio (A;—As3) /A, and “x” for various 
values of “‘n,” as given in Figure III. 


CHART APPLICABLE TO GROUP "B” 


CRITICAL VALUES OF °x’ FOR IMMEDIATE 
VS SEQUENTIAL CONSTRUCTION 


CRITICAL VALUES OF ‘x’ 
FIGURE III 

The critical value of “x” is read di- 
rectly from the curve and if it is felt that 
the complete system will be needed 
within that time, the entire installation 
should be made immediately; otherwise, 
only the first portion of the sequential 
construction should be installed at 
present and the remainder postponed 
indefinitely. 


Group “C”: Complete Immediate In- 
stallation vs. Inexpensive Temporary 
Construction with Subsequent 
Replacement by Permanent 
Installation 


General. In these problems it is 
assumed that the temporary installation 
will be required immediately and that 


173 


its replacement by permanent facilities 


will occur at the expiration of.“x” years. 


It is to be noted that the premature 
removal of the temporary construction 
before the expiration of its useful life 
will result in a deficiency in the retire- 
ment fund, this deficiency representing 
the unrecovered investment as of the 
date of dismantling (salvage being 
assumed to pay for removal costs). 

There are numerous ways in which this 
deficiency can be taken into account, 
but one of the most satisfactory methods 
would seem to consist in setting up a 
sinking fund one year after the removal 
of the temporary installation, and mak- 
ing equal annual end-of-the-year pay- 
ments to this fund at such a rate as to 
absorb completely the deficiency in the 
retirement fund during the life of the 
final permanent installation. It can be 
seen that this method places the full 
responsibility for premature removal of 
the temporary installation directly upon 
the installation replacing it. 

It should be noted that interest 
charges on the temporary installation do 
not cease with its removal, but con- 
tinue thereafter indefinitely as interest 
that must be paid, this assumption 
being consistent with the basic premise 
of perpetual debt. On the other hand, 
taxes, insurance, and retirement charges 
all naturally come to an end with the 
dismantling of facilities. 

Temporary Installation. The future 
worth of the temporary installation 
itself can now be expressed as, 


Af CFP 4-401, | 


r 


Where I;=Investment in the temporary in- 
stallation 


A;= Annual charges on the tempo- 
rary installation. 


Retirement Fund. The amount 
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accumulated in the retirement fund at 
the end of “x” years will be 


led joe] 
645 es 


Where d;= Retirement rate based upon the 
normal life of the temporary in- 
stallation if it were allowed to 
remain in service. 


Since the item ‘“‘d;” has already been 
taken into account for the entire period 
of comparison, as a component of the 
total annual charges As, the only pur- 
pose of considering the retirement fund 
is to establish the amount of unre- 
covered investment that must be pro- 
vided for by the sinking fund. 

Unrecovered Investment. The value of 
the unrecovered investment at date of 
removal of the temporary installation 
will be, 


Equation (7) 
a [ote] 
r 


Where E = Unrecovered investment. 


Sinking Fund. The future worth of 
the sinking fund required to account for 
the premature removal of the temporary 
installation will be, 


pp fermen) 
r 


Where k= Constant annual payment rate to 
the sinking fund during the life of 
the permanent installation, and 
can therefore be assumed equal in 
value to the regular retirement 
rate. 

Final Permanent Installation. The 
future worth of the final permanent in- 
stallation will be, 


a an ae 


r 


Where Ag =Annual charges on the final per- 
manent installation. 
Immediate Installation. The future 
worth of the complete immediate in- 
stallation will be, as before, 
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A, [ste] 
r 
Complete Future Worth of Sequential 
Installation. The future worth of the 
sequential installation can now be writ- 
ten, 


ad Gt)—2) lc +e ]4 
yf CHO) + [tse 
r 


[ote—]] 
r 
i +A Gaz) 


But As= I5q5 or I1;=A;/qs 
Where qs;=Total fixed charge rate on Is, 
5 retirement component 
5 e 
Substitution should now be made for 
I, and the terms rearranged to segregate 
all A; items. 

Problem: Given Aj, As, Ag and 
“n,” it is required to find the critical 
value of “x”. 

As in the similar preceding cases, it is 
first necessary to equate the future 
worths of the immediate and sequential 
installations. This done, both sides of 
the equation are divided through by 
Ag, thus creating in certain terms the 
ratios A; /A,and A;/As. Then the curves 
in Figure IV can be plotted, giving 


CHART APPLICABLE TO GROUP “C" 


CRITICAL VALUES OF "x" FOR IMMEDIATE 
VS TEMPORARY CONSTRUCTION 


RATIO A, /Ag 
RATIO as/46 


° 
rs 


CRITICAL VALUES OF “x” FOR'N’: 15 
FIGURE IV 





RATIO as/*6 
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critical values of “x” for different 
values of the two ratios A;/Ag and 
As/Ag, and for the given value of “‘n”. 
It should be noted that since the 
temporary installation I; is by its very 
nature lower in cost than the final in- 
stallation which replaces it, the ratio 
A;/Ag can never exceed 1.0 in actual 


practice. 


Application of Curves to a Typical 
Problem 


Problem. The management of an 
electric utility company serving an 
area subject to rapid load growth must 
make frequent decisions regarding the 
advisability of general installation work 
in advance of street paving operations, 
where such installation is made with the 
express purpose of avoiding the high 
costs incident to destruction and re- 
placement of pavement. 

In this connection let us consider the 
simple matter of underground duct con- 
struction intended for the installation of 
low voltage distribution mains, but 
which will not be actually utilized for 
this service for some time to come. It 
is learned that the permanent paving 
of a particular street is to take place 
within a relatively short time, and it is 
desired to know whether the duct con- 
struction should be installed immedi- 
ately in the dirt street or should be 
postponed until actually required and 
then probably installed in a paved sur- 
face at a relatively much higher cost. 

Solution. This problem falls under 
Group “A” and is solved by means of 
the curves in Figure II. Assume the 
relative costs of the duct construction 
in dirt and pavement to be 1 and 2.5, 
respectively. The corresponding annual 
charges will have the same relationship 
which, reduced to the ratio A; /Ag, is 
0.40. If it is now assumed that 15 
years is a fair period of comparison, 


. costs. 


then the 15-year curve in Figure II 
gives a critical value of “x” of 6.9, or 
approximately 7 years. It is then only 
necessary to decide whether the con- 
struction in question will be needed 
inside of 7 years. If the answer’ is in the 
affirmative, the ducts should be in- 
stalled at once; otherwise, indefinite 
postponement is advisable. 

If the comparison is restricted to a 
1o-year period, the critical value of 
“x” is 5 years, and for a 20-year period 
the critical value would be 8.3 years. 


Conclusions 


Relative Accuracy of Assumptions. 
Once the basic method of determining 
future worths has been decided upon, the 
only assumptions that are necessary in 
solving the three types of problems here- 
in discussed relate to normal life ex- 
pectancies and to the unit costs of 
future construction. Life expectancies 
can certainly be determined with suffi- 
cient accuracy for use in long range 
economic comparisons, but future unit 
costs are, within certain limits, merely a 
matter of conjecture. In fact, it is 
quite evident that in a comparison 
extending over a long period of time and 
involving construction either at the 
end of or during that period, future 
deviations from the costs now used and 
changes in company policies might more 
than offset the apparent economic ad- 
vantage of one installation over another. 

Additional curves should therefore 
be drawn to show the percentage effect 
upon the critical value of “x” of given per- 
centage deviations from present known 
costs. Such curves are given for Group 
“A” in Figure V. It is to be noted that 
these curves apply to any problem in that 
classification, since variations in Ag 
merely affect the ratio A; /A: and are in 
no way dependent upon any definite 
Marked decreases in cost can 
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CHART APPLICABLE TO GROUP “A” 





EFFECT OF FUTURE DEVIATIONS FROM PRESENT 
COSTS UPON CRITICAL VALUE OF “x” 
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FIGURE V 


scarcely be looked for inside of any rea- 


sonable period of “x” years, since all 
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signs now point to substantially higher 
and permanent material prices and wage 
levels. Furthermore, since increases in 
future costs result in increasing the crit- 
ical value of “x,” those values of “x” 
found for present-day costs are on the 
conservative side. 

Further Possibilities of Basic Solution. 
Although the general solutions treated 
in this paper deal with sequential con- 
struction restricted purposely to only 
two steps, it is believed that in certain 
instances problems of three or more 
steps could be solved in a similar man- 
ner. The equations required in those 
cases, however, would soon become 
decidedly unwieldy, because of the 
additional variables introduced, and 
various limiting assumptions would 
probably be found necessary. 

Standardization of Problems Makes for 
Accurate and Rapid Solution. The 
standardizing effect of the basic method 
of solution is very apparent, regardless 
of the problem to which it is applied. 
Even though many complexities may be 
introduced in preparing the equations, 
the simplicity of the curves themselves 
will enable almost anyone after a little 
practice to obtain an accurate and rapid 
solution of a particular problem. 





Supplementary Farming Homesteads in Recent 
German Land Settlement 
By ERICH KRAEMER* 


tlement a strong movement for the 

creation of supplementary farm- 
ing homesteads! is under way at the 
present time. This movement is as im- 
portant as current efforts to establish 
new peasant farms. 

Supplementary farming homesteads 
have, in general, five characteristics: 
(1) Farming on the holdings is carried 
out by the homesteaders as a side-line 
activity for the purpose of supplement- 
ing the receipts they draw from their 
main occupation or principal source of 
income. (2) The agricultural land of the 
homesteads is not sufficient to sustain 
(3) Agricultural production 


[’ THE field of German land set- 


a family. 
is primarily, if not exclusively, for 


home consumption. (4) The holdings 
are located on the periphery of large 
cities and industrial centers, around 
middle-sized towns, as well as in the 
open country. (5) The agricultural 
land of the homesteads is either directly 
attached to the dwellings of the home- 
steaders or located, wholly or in part, 
nearby. 

As in other countries, such home- 
steads are not new in Germany. They 
have been in existence for a long time 
and have grown up in close connection 
with the advancement of urbanization 
and industrialization. Their operators 


* Division of Land Utilization, Land Use Planning 
Section, Resettlement Administration. 

1In the United States holdings of this type are 
usually called “subsistence homesteads,” “suburban 
holdings,” or “part-time farms.” None of these terms 
is used here, partly because of the considerable amount 
of confusion which has developed over these terms 
and partly because, in the opinion of the writer, the 
new term describes more accurately this particular 


include agricultural laborers, tradesmen, 
persons engaged in home-industry, work- 
ers in industries concerned with the 
processing of agricultural products, min- 
ing workers, railroad workers, road 
workers, inn-keepers, and workers in 
other industries situated in rural or 
semi-rural districts. 

In 1933 Germany had over three 
million supplementary farming home- 
steads, representing the overwhelming 
majority of the approximately 3,300,000 
establishments which the Census of that 
year reported as falling in the category 
of holdings ranging from % to 12% 
acres. Table I shows the number and 
percent of German holdings of this size 
group and their number per 1,000 in- 
habitants for the various states and 
Prussian provinces, as well as the size 
of the political divisions. 

According to these data Schaumburg- 
Lippe, Lippe, Hohenzollern, Braun- 
schweig, Mecklenburg, Wuerttemberg, 
Baden, Hessen, Oldenburg, Hessen- 
Nassau and Hanover have the largest 
number of holdings per 1,000 inhabi- 
tants.” Hanover, Wuerttemberg, Hessen- 
Nassau, and Baden have a large absolute 
number of holdings as well as a high 
rate of holdings in relation to their 
population. They are those areas of 


type of settlement. The common German designation 
for supplementary farming homesteads is “CKlein- 
Siedlung.” 

2Of these areas Hohenzollern, Mecklenburg, and 
Oldenburg fall in the category of states in which from 
30 to 50% of the population are connected with agri- 
culture and forestry. The other divisions are more 
industrialized areas having populations of which from 
70 to 81% are connected with occupations other than 
agriculture and forestry. 
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Germany in which supplementary farm- 
ing homesteads have reached their great- 
est development and in which the por- 
tions of the population in occupations of 
a non-agricultural and non-forestry char- 
acter are 70.3%, 72.4%, 78.8%, and 
74.9%, respectively. Some of the most 
industrialized and most densely popu- 
lated areas of Germany, such as Saxony 
(State), Rhineland, Westphalia, and 
Upper Silesia, have likewise a large 
absolute number of such holdings. How- 
ever, their rate of holdings per 1,000 
inhabitants is much lower than that of 
the other areas mentioned. 

By a series of measures, started in 
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1931 under the administration of Bruen- 
ing and continued under von Papen and 
von Schleicher as well as under the 
present National Socialist regime, the 
German National Government has re- 
cently made great efforts to promote 
the creation of supplementary farming 
homesteads for the benefit of industrial 
workers. Private industry has likewise 
manifested great interest in this matter 
in the course of the last few years. 
These developments have some inter- 
esting precedents. Long before the 
world war Prussia and other German 
states included the creation of supple- 
mentary farming homesteads in their 


TasLe I. NumBeR AND Percent or Hotpincs RANGING FROM 0.25 To 12.4 ACRES, 
NuMBER OF THESE HOoLDINGS PER 1,000 INHABITANTS, BY STATES 
AND PROVINCES, TOGETHER WITH DaTA ON AREA OF 
Po.iticat Divisions, In GERMANY, 1933.* 








Area of 
States and 
Provinces 
in Square 
Kilometers 


States and Provinces 


Holdings Number of Hold- 





ings per 1,000 


Number Percent Inhabitants 





468,779.74 
292,771.71 
36,991.93 
883.52 
39,038.50 
30, 268.79 
7,714.28 
26, 599.62 
9,713.55 
25,527.40 
15,072.22 
38,787.00 
20,214.46 
16,844.73 
23,973.46 
1,142.25 
75,996.48 
14,986.31 
19, 507.63 
15,070.31 
11,762.73 
7,692.01 
414.92 
16,056.42 
6,423.98 
3,672.05 
257.70 
2,314.32 
1,215.16 
297.71 
340.30 
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* Census of Germany of 1933. 
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land-settlement programs. The Prus- 
sian State Government established or 
encouraged a certain amount of such 
holdings under the Settlement Act of 
1886 for Posen and West Prussia and 
the Rent Holdings Acts of 1890 and 
1891, although these acts were pri- 
marily designed to create peasant hold- 
ings. 

Other precedents of organized action 
in this field are a number of land- 
settlement schemes fostered or carried 
out by several industrial enterprises 
and private persons in the 70’s and 
80’s of the last century and led by such 
men as Alfred Krupp and v. Bodel- 
schwingh. The Krupp Iron and Steel 
Works of Essen built a colony of dwell- 
ings of the supplementary farming home- 
stead type in the first half of the 1870’s 
and v. Bodelschwingh led the creation 
of such a colony in the neighborhood 
of Bielefeld in the second half of the 
1880's. 

Still another group of precedents are 
the efforts of public agencies and pri- 
vate industry following the world war. 
These include promotion of such hold- 
ings on the part of the National Govern- 
ment under the Land Settlement Act 
of 1919 as well as under the National 
Homestead Act of 1920 and certain 
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settlement projects undertaken by a 
number of industrial concerns: 


Reasons for More Homesteads 


The arguments which have been ad- 
vanced in favor of creating more supple- 
mentary farming homesteads for indus- 
trial workers are in many respects similar 
to those which have generally been set 
forth in behalf of peasant-farm settle- 
ment. They refer to many important 
problems of the life of the German 
nation and may be conveniently grouped 
into those of biological, socio-economic, 
cultural, and _ national-political char- 
acter. 

Important among the biological argu- 
ments has been the considerable decline 
in the birth rate during the last few 
decades. In the 1870’s the annual num- 
ber of births per 1,000 inhabitants was 
40.0. In 1933 it amounted to only 
14.7. The large cities have been leading 
in this downward movement of the 
birthrate (Table II). Having dropped 
to as low as 14.7 in 1933 the reproduc- 
tion rate of the German people reached 
a point where it was about 30% too 
low to maintain the present size of 
population. This decline has, therefore, 
been viewed with great alarm. The 
rural birth rate has also declined, but 


Tas_Le II. Number or BirTHS PER 1,000 INHABITANTS IN GERMANY, AND 
SPECIFIED Districts, 1925-1934.* 








Places with 


Germany more than Berlin 


100,000 
Inhabitants 


Districts 
with less 
than 15,000 
Inhabitants 


Places with 
15-30,000 
Inhabitants 


Places with 
30-50,000 
Inhabitants 


Places with 
50-100,000 
Inhabitants 





20.7 
19.5 
18.4 
18.6 
17.9 
17.5 
16.0 
15.1 
14.7 
18.0 


14.9 
14.1 
13.4 
13.6 
13.3 
13.0 
11.7 
10.8 
10.9 
14.5 














18.1 
16.9 
15.8 
16.1 
15.5 
15.1 
13.7 
13.0 
14.2 
16.1 


18.3 
17.3 
16.1 
16.2 
15.4 
14.8 
13.5 
12.9 
12.8 
16.5 


24.1 
22.8 
21.5 
21.8 
21.1 
20.7 
18.9 
18.0 
17.3 
20.4 


17.7 
17.2 
15.9 
16.1 
15.4 
15.2 
13.7 
12.9 
12.6 
16.2 














* Statistisches Jahrbuch des Deutschen Reichs und Wirtschaft und Statistik. 
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not to the same degree. Furthermore, 
it has been assumed that in the future 
for various reasons, including economic 
considerations, people attached to agri- 
cultural land will maintain or adopt an 
attitude toward reproduction different 
from that which has developed among 
the people living in metropolitan areas. 

The unfavorable health conditions 
under which a considerable portion of 
the working class population of large 
cities are living have also been con- 
sidered as an important reason. As 
against the unhealthy sections of the 
urban centers have been pictured the 
opportunities for healthier living in 
better houses located in suburban dis- 
tricts and the open country. 

In the field of socio-economic argu- 
ments one group of reasons for more 
supplementary farming homesteads has 
been concerned with the recent decline 
in Germany’s opportunities for export- 
ing and the feeling that Germany’s eco- 
nomic structure has become unduly de- 
pendent upon foreign markets, and that 
proper development of the domestic 
market has been neglected. Here it has 
been stated that, since many of the 
existing difficulties in foreign trade are 
likely to remain, certain restrictions 
have to be placed on the purchase of 
foreign commodities, that international 
economic dependence is to be reduced, 
and that strenuous efforts have to be 
made to increase production of raw 
materials and other products within the 
country. Supplementary farming home- 
steads for industrial workers have been 
expected to help in the realization of in- 
creased production and increased domes- 
tic trade by expanding the amount of 
food produced at home and by enabling 
the workers to spend more of their pur- 
chasing power for non-food products 
since they can produce part of their 
food requirements themselves. 


In the same field, unemployment has 
been another important factor. In the 
recent depression the number of jobless 
reached unprecedented proportions. The 
average number of unemployed was 1.9 
million in 1929, 3.1 million in 1930, 
4-5 million in 1931, 5.5 million in 1932, 
4-8 million in 1933, 2.7 million in 1934, 
and 2.1 million in 1935. Apart from these 
unemployed, many workers had been 
thrown on short-time work. Altogether, 
this meant the existence of a consider- 
able number of persons whose income 
had been partially or completely de- 
stroyed. Figures of unemployment have 
gone down more recently. But in 1931 
and 1932, when the movement for 
supplementary farming homesteads was 
gaining strength, the number of those 
out of work was frighteningly large. A 
good portion of this change in the labor 
market was viewed as the result of 
permanent changes in the economic con- 
ditions of the country. Some estimated 
the portion of unemployment attribut- 
able to these changes at almost 50%. 
This situation was accompanied by con- 
ditions under which it was more diffi- 
cult to emigrate to other countries. In 
addition, provision of relief for these 
unemployed had become a heavy drain 
on the National Treasury, as well as on 
state and local governments, particu- 
larly the large cities (Table III). 

In solving these difficulties, land settle- 
ment has been expected to help in vari- 
ous ways. The reclamation of land, con- 
struction of buildings, creation of new 
roads, manufacture and transportation 
of durable goods entering into those 
buildings and developments, and other 
activities have been viewed as means of 
increasing the demand for labor. In 
addition, land settlement has been con- 
sidered as a factor which will redistribute 
labor power according to national re- 
quirements and offer possibilities for 
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Taste III. Persons ReportTED UNEMPLOYED PER 1,000 INHABITANTS IN GERMANY, BY 
Loca Districts oF SPECIFIED S1zE oF PoPpuLATION, AT END oF 
January, May, AND SEPTEMBER, 1933-1935.* 








Unemployed per 1,000 Inhabitants 





End of Month 
Germany 


Cities with 
50,000 and 
less than 
100,000 


Cities with 
100,000 
and more 
Inhabitants 


Other 
Districts 





92.2 
77-3 
59.0 


57-9 
38.8 


35-0 


45.6 


30.6 
26.0 





113.4 
101.3 
77-4 
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123.6 
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73-5 
53-1 
47.6 


58.5 
40.5 


96.9 
73-8 
62.8 


68.2 
53-2 
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* Reports of Reichsanstalt fuer Arbeitsv 


savings in relief expenditure. 

The material insecurity of the workers 
in periods of economic distress has been 
another important argument. It has 
been felt that those workers who are 
uprooted from the soil are much less 
secure in periods of declining business 
conditions than those who are equipped 
with a piece of land on which they can 
grow some of their necessary means of 
living. Therefore, it has been proposed 
to give a larger part of the working pop- 
ulation access to the soil so that, in times 
of less employment or unemployment, 
occupants of supplementary farming 
homesteads will be able to fall back on 
their own production and the land can 
act as a shock-absorber. 

Still another reason has been the 
threatened disintegration of family life. 
It has been argued that the conditions 
under which large proportions of the 
population have been forced to room in 
large cities have contributed to this 
disintegration; that family life has suf- 
fered in many cases because no satis- 
factory home existed; and that there is 
danger of further destruction if these 
conditions continue. Since a pleasant 


ittlung und Arbeitsl 


home has been considered an important 
factor in the creation of happy and 
satisfactory family life, it has been 
proposed to help workers to move into 
dwellings better than those which they 
now occupy. 

Another factor has been concern over 
existing trends in the morality of the 
people. Having been uprooted from the 
soil, in many workers the feeling of 
independence which is so common 
among farmers has disappeared. In 
addition, moral conditions have suffered 
a great deal on account of unemploy- 
ment. Here it has been felt that the 
possession of a piece of ground will 
revive the feeling of independence and 
tend to maintain and foster the dignity 
of the laborer and his family; and that 
land settlement is likely to stimulate 
the willingness of self-help and _ self- 
responsibility in a better and safer way 
than any other measure of work creation. 

In the sphere of cultural reasons it 
has been claimed that past migration 
has often had undesirable effects on the 
cultural level of rural regions. Often 
the best elements have left the country- 
side, leaving behind the weaker and 
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less energetic. It has also been stated 
that many of those who moved town- 
ward have become subjected to the 
forces of demoralization and degenera- 
tion which have developed in the huge 
urban centers. Therefore, the need has 
been felt to tie the most valuable ele- 
ments of the population to the soil and 
prevent them from migrating to large 
urban centers or emigrating to foreign 
countries. 

Finally, a group of national-political 
arguments have been advanced in sup- 
port of homestead settlement. They 
pertain to the need for strengthening 
the border regions by increasing popu- 
lation density in such areas and redis- 
tributing population in the interior to 
avoid too great concentration of people 
and certain vital industries in insecure 
localities. They also refer to the desire 
to strengthen the homeland feeling 
which has been undermined as a result 
of unsatisfactory dwelling conditions 
and to lessen the danger of political 
instability of a people suffering from 
unemployment and reduced standard of 
er Eee 

One thing which has to be realized is 
that, in dealing with all the grave malad- 
justments which have been set forth as 
reasons for action, land settlement has 
not been viewed as a panacea. It has 
been expected, however, to serve as a 
corrective on all the fronts mentioned 
and as a factor which may contribute 
to the solution of these problems in 
varying degrees of completeness, in a 
smaller way here and a larger way there. 


Present Methods 


From 1931 to the spring of 1934 the 
new work of the National Government 





3 The main regulations for the first period were issued 
in a Decree of the National Government of December 
23, 1931. Those for the second, third, and fourth 
periods were contained in the administrative rules and 
regulations of the National Commissioner for the crea- 
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in this field was divided into four con- 
struction periods. Each of these periods 
was characterized by new financial 
arrangements and the issuing of addi- 
tional land-settlement regulations, rep. 
resenting either new rules or amend- 
ments to existing ones. Since then, one 
may say, a fifth period has been con- 
cluded and a sixth has been started.’ 
Within the limits of the present article 
it will not be possible to describe fully 
the various methods which have been 
applied in these periods. A brief dis- 
cussion of some of them may, however, 
be included. 

Organization. The general adminis- 
tration of the legislative measures of 
the National Government in this field 
of land settlement has been shifted 
several times in recent years. In the 
period from the fall of 1931 to Decem- 
ber, 1934 it was turned over twice to 
a special Commissioner for Land Settle- 
ment. Today it is in the hands of the 
Ministry of Labor. 

A good deal of the present practical 
land-settlement work is being carried 
out by so-called Homestead Develop- 
ment Agencies (Heimstaetten). These 
are semi-public land-settlement com- 
panies of non-profit character, which 
have grown up in the last Io years and 
are today spread all over the national 
territory. An association called the 
National Union of Homestead Develop- 
ment Agencies represents their common 
interests and serves as a clearing house 
for discussion of their land-settlement 
problems. 

Likewise of particular importance is 





tion of supplementary farming homesteads of July 1, 
1932, in the administrative rules and regulations of 
the National Labor Ministry of February 20, 1933, 
and in the Decree of the National Labor Ministry of 
July 7, 1933, respectively. Important regulations with 
respect to the later periods were issued in the Deciees 
of the National Ministry of Labor of February 12, 
1935 and June 8, 1935. 
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the system of homestead offices of the 
National Socialist Party and the Labor 
Front. Through this system, consisting 
of a national office, regional offices, and 
local branches, the National Socialist 
Party today exerts a great influence on 
the creation of supplementary farming 
homesteads. The offices are concerned 
with the development of land-settlement 
policies, but they are also carrying out 
practical settlement work in respect to 
selection of settlers. In this latter func- 
tion their influence has been increasing. 
Two recent decrees, issued in 1935, 
ruled that in all cases in which national 
funds are used in financing projects 
settlers are to be selected only in col- 
laboration with the offices of this system. 
The offices have thereby become the 
leading body in selecting settlers. 

Selection of Settlers. Because of its 
great influence on the outcome of settle- 
ment work the selection of settlers is 
today considered as the most important 
factor. One thing which is particularly 
noticeable in the present attitude toward 
selection of settlers is the fact that the 
whole family of the applicant is taken 
into consideration rather than the indi- 
vidual alone. This is done for biological 
reasons as well as in consideration of 
the expected participation of the family 
in the work on the holding. 

Current requirements for settlers and 
their families who are placed on hold- 
ings financed with the assistance of the 
National Government go farther than 
those of any other European country 
doing similar work. In accordance with 
them, the applicant and his wife must 
be of German nationality and of Aryan 
descent. They must be politically reli- 
able. In addition, the settler and his 
family must be in good health and in 
good condition from the standpoint of 
heredity. Since the financial assistance 
of the Government is to benefit pri- 
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marily those persons who have not 
enough means of their own to acquire 
supplementary farming homesteads, the 
applicant must be in the low-income 
class. This means that only those full- 
time employed persons are eligible whose 
monthly income is below 200 marks. 
The families must not be heavily in 
debt and must be able to meet their 
financial obligations. It is further re- 
quired that they have community spirit 
and no habits or inclinations which are 
likely to disturb the peace of the com- 
munity. In addition, the families must 
be familiar with the type of agricul- 
tural work they are expected to do on 
the holding. That is, they must be 
acquainted with methods of cultivat- 
ing the soil and raising small live stock. 
They must be trustworthy and indus- 
trious. 

Preferential treatment is accorded to 
war veterans and veterans of the present 
Nationalist movement and persons in- 
jured in the war or in the service of the 
Nationalist organizations. But before 
preference is given to these persons they 
must be able to meet all general quali- 
fications mentioned above. In previous 
periods special privileges were accorded 
to families with a large number of chil- 
dren, but it is generally held today that 
the existence of a large number of chil- 
dren shall not be sufficient. It is thought 
that, above all, the families applying for 
settlement must meet the racial and 
biological requirements. Unless these 
are met, a large number of children is 
not supposed to count. 

Regulations for the first construction 
periods stated that those to be admitted 
should primarily be unemployed and 
short-time workers. They also pointed 
out that those who had been unemployed 
over a long period of time should be 
given preference. This policy was in 
line with the then prevailing thought 
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to make supplementary farming home- 
steads primarily a means of unemploy- 
ment relief. Since the results of this 
policy were rather unsatisfactory, in 
later periods no more emphasis was 
placed on unemployment as a qualifi- 
cation. As a matter of fact, the idea of 
settling jobless persons was gradually 
abandoned. More recently the attitude 
has been taken that primarily full-time 
employed workers should be selected 
for the newly established supplemen- 
tary farming homesteads. 

An elaborate procedure of examination 
has been worked out by the National 
Homestead Offices of the National 
Socialist Party and the Labor Front, 
involving the filling out of question- 
naires, submission of a certificate on the 
settler’s wage status by the enterprise 
where he is employed, examination of 
these statements first by local bodies, 
then by the regional homestead offices, 


and finally by the National Homestead 
Office, as well as the issuing of settle- 


ment licenses. This procedure has re- 
cently been ruled for all those projects 
which are financed by the National 
Government. 

Location of Holdings. One of the most 
important rules of today is that new 
holdings are to be created only in places 
where applicants can safely be expected 
to make a living. To make sure that 
this rule is followed settlement agencies 
have been instructed by the National 
Ministry of Labor to develop their 
settlement plans in collaboration with 
the National Employment Service, its 
national office as well as its regional 
and local branches. In determining the 
location of new settlements attention 
is also to be paid to the price and quality 
of the land as well as to the question of 
whether or not the settler is able to go 
to his working place within reasonable 
limits of time and cost. 
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Size of Settlement Unit and Equipment. 
In determining the amount of land to 
be attached to the homestead, primary 
attention is given to the amount of 
labor available in the family, the quality 
of the soil and climatic conditions, and 
the fact that the holding is expected to 
protect its occupants as much as possible 
against distress in periods of less em- 
ployment. For the first period it was 
provided that the land attached to the 
homesteads should not be below 600 
square meters (0.18 acres) and not above 
5,000 square meters (1.25 acres). For 
the fourth period a minimum of 1,000 
square meters (0.25 acres) was estab- 
lished. This minimum has since been 
maintained. 

The holdings are to be equipped in 
such a way as to enable the occupants 
to produce vegetables and fruits. In 
addition, they are expected to be sup- 
plied with the necessary facilities for 
raising small live stock, such as poultry, 
rabbits, goats, and possibly hogs. 

Financing. The total amount of 
capital appropriated by the National 
Government for the four construction 
periods running from 1931 to the spring 
of 1934 was about 190 million marks. 
Up to then about 94 million had been 
paid out. After further commitments 
had been made in 1934, about 35 million 
were carried over into 1935. In Febru- 
ary, 1935, the Reich launched a refi- 
nancing program designed to mobilize, 
with the help of private capital, part 
of the funds it had advanced previously. 
Furthermore, another 70 million were 
made available in June of that year. 
The present government is of the opinion 
that in the future the major portion of 
the financing of these homesteads should 
be accomplished without public assist- 
ance, and that, accordingly, the settlers 
themselves and private financial insti- 
tutions should furnish more capital for 
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this purpose than they have in the past. 
For the time being, however, the sup- 
plying of large public funds is likely to 
continue, since the present scarcity 
of capital is still a great obstacle to 
realization of this idea. 

Financial assistance by the National 
Government has been given both in the 
form of loans and loan guarantees. As 
to the direct advancing of funds, two 
types of loans have been granted, basic 
loans and supplementary loans. In the 
first two construction periods the basic 
loan was to be not more than 2,500 
marks. This amount was reduced to 
2,250 marks for the third and fourth 
periods. Today it is only 1,000 marks. 

Supplementary loans have been 
granted to families with large numbers 
of children as well as to those veterans 
of the world war and the present Na- 
tionalist movement who are suffering 
from illness or were injured in connec- 
tion with their service. Families having 
at least four children of less than 21 
years of age living with them in their 
household are at present entitled to a 
loan of up to 200 marks in addition to 
the basic loan. If there are five or more 
children, the additional sum of money 
may be increased up to 400 marks. 
Under present regulations, however, 
supplementary loans are in no case to 
exceed 400 marks. The purpose of these 
supplementary loans is to facilitate 
financing the construction of additional 
bedrooms. Accordingly, no such loan is 
to be granted unless one or more bed- 
rooms are built and the corresponding 
additional building costs equal at least 
the amount of this supplementary ad- 
vance. 

The rate of interest to be paid today 
on government loans is 4%. In the case 
of families with more than four children 
below 21 years of age interest payments 
may be reduced not exceeding 40 marks 
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annually for the first three years. Pay- 
ment is to start the first month follow- 
ing the date at which the Building In- 
spection Authorities have declared the 
house to be ready for occupation. 

The amortization rate is 1%. Under 
previous rules no amortization payment 
used to be made during the first three 
years. Today repayments are to start 
with the beginning of the calendar year 
following payment of the last instalment 
on the settlement loan. 

Settlers are expected to contribute to 
the financing of their holdings. Their 
own contributions have to be at least 
20% of the value of the land and build- 
ing costs, if they are to become eligible 
for a loan from the National Govern- 
ment. The form in which they are 
expected to contribute varies. They 
may pay part of the cost in cash, bring 
in other assets such as the value of a 
piece of land, add to the capital needed 
by their own labor by way of self-help 
work on their own holding or those of 
their neighbors, or furnish such finan- 
cial means as are made available to 
them by third persons based on con- 
fidence in their personal ability. 

Costs. Since high settlement costs 
will place heavy financial burdens on 
the settlers with the possibility that 
settlement will become a failure on 
account of unbearable obligations, and 
since high costs are also likely to pro- 
long the period of payment of interest 
and amortization, efforts have been 
made to keep costs as low as possible. 
In line with these efforts the National 
Government provided for the first settle- 
ment period that no money should be 
advanced out of its own funds, unless 
the total expenditure for construction 
of the holding and its equipment would 
stay under 3,000 marks. This rule still 
exists. Under it this sum does not 
include the price of the land, the value 
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of the settler’s contribution by his own 
labor, and the value of the supplemen- 
tary loan, if such a loan has been granted. 


However, certain exceptions to this 
rule have been admitted. Where the 
character of the land, especially high 
costs of water supply, and similar factors 
lead to an inevitable increase of settle- 
ment costs, consideration may be given 
to projects which include holdings cost- 
ing as much as 4,000 marks. The same 
applies to cases in which the size of 
the operating unit, occupation, or other 
conditions in the settler’s family require 
the establishment of larger buildings; 
or in which settlers, because of their 
employment on full-time or part-time 
work or because of physical handicaps 
(such as injuries received in the world 
war), are unable to contribute to the 
creation of their holdings by the usual 
amount of self-help work. 

To keep building costs down by only 
gradually expanding and completing 
the construction of the living quarters 
is considered an important principle in 
present land-settlement policies. In 
line with this idea the settler is asked 
to scale down his immediate wants with 
respect to his living quarters in the 
interest of keeping his financial obliga- 
tions of the first few years down and 
to carry out the rest of his building 
plans only after he has lived for a while 
on the holding and established a firm 
economic base for advancement. 

Financial Burden of Settler. To pre- 
vent the financial burden placed on the 
settler from getting out of line with his 
capacity to pay, the Government de- 
cided to establish a maximum for his 
monthly obligations. This maximum for 
holdings financed by the Government is 
today 25 marks. Included in these 25 
marks is the payment for the land, 
either as rent on leased land or as an 
instalment payment on the purchase. 
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Projects involving a financial burden 
amounting to 30 marks per month may 
be assisted by Government funds if the 
following conditions exist jointly: (1) 
the size of the agricultural land com- 
prises at least 2,500 square meters 
(0.63 acres); (2) in case the land is 
leased, the lease contract runs over a 
period of not less than 18 years; (3) 
the land is of specially good quality; 
(4) the family includes enough labor to 
operate the amount of land mentioned; 
(5) the settlement family has operated 
successfully a corresponding area of 
land during the last three years or is 
able to furnish sufficient other guar- 
antees to the effect that it is capable 
of managing such a holding; (6) pros- 
pective yields of productive operations 
promise a substantial surplus over ex- 
penditure; (7) the total amount payable 
by the settler does not exceed % of his 
income from wages, pensions, and other 
sources. 


Results 


What are the results of the present 
movement for the creation of more 
supplementary farming homesteads? A 
few surveys made in the last two or 
three years throw some light on this 
point. In many respects, however, it 
is still too early to judge definitely 
whether or not the newly created hold- 
ings are bringing about all desired 
changes. 

The number of holdings established 
in the first four construction periods 
with the financial assistance of the 
National Government and their distri- 
bution over the various major political 
subdivisions are shown in Table IV. 

Since in the first construction period 
this type of land settlement was largely 
used as a measure of bringing relief to 
unemployed persons and of improving 
conditions mainly in areas where relief 
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loads were particularly heavy, the major 
portion of operations took place in the 
vicinity of big cities and large industrial 
centers. Abandonment of this policy 
brought a change in the location of the 
more recent projects with the result 
that the areas of middle-sized and small 
towns and the open country have gained 
a greater share in the total number of 
new homesteads. This change is clearly 
visible in Table V. 

Some idea about present population 
growth on those supplementary farming 
homesteads which were in existence in 
Germany by 1933 may be gained from 
Table VI. 

This table indicates that in the occu- 
pational groups mentioned the portion 
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of families having no children was much 
smaller where land was held. It also 
indicates that, where children exist, 
cases of three and more than three 
children are more numerous among 
families with land than among families 
without land. How similar data on 
newly created supplementary farming 
homesteads will compare with the fig- 
ures given above will be very interesting 
to know. So far no data on this point 
are available. 

There is no doubt that the new supple- 
mentary farming homesteads have 
brought many hygienic improvements 
in the dwelling conditions of many in- 
dustrial workers who formerly were very 
poorly housed. These improvements 


TaBLeE IV. NumBer oF SUPPLEMENTARY FARMING HoMESTEADS CREATED WITH ASSIST- 
ANCE OF PuB.ic AGENCIES, IN THE Four Construction PERIODS, 1931-1934.* 








First 
Period 


Regions 
Number 


Periodt 
Number 


Fourth 
Period 
Number 


Third 
Period 
Number 


Second 


Total Percent 





17,828 
11,255 
2,442 


Germany 


Berlin and Brandenburg 
East Prussia 
Posen-West Prussia 
Pomerania 

Lower Silesia 

Upper Silesia 

Saxony 
Schleswig-Holstein 


Westphalia 
Ruhr Coal District 
Rhineland 


Saxony 
eeernbons 








100.00% 
61.95 
16.48 

9.16 
0.78 
6.44 
8.99 
4-73 
9.46 
3-27 
7.87 
5.02 
8.93 
13.19 
5.68 
9.64 
10.81 
3-29 
3-32 
1.85 
2.89 
0.72 
0.63 
0.55 
0.65 
0.22 
2.39 
0.61 
0.44 
0.04 


12,760 
757 
2,648 

636 
50 
260 
362 
863 
432 
161 
339 
200 
526 
943 
286 
I, 202 
1,550 
364 
357 
200 
345 
122 


19,283 
IT, 504 
1,108 
2,200 

200 
1,260 
1,350 

600 


15,599 
10,091 
8 


1,004 
300 


89 


130 
59 
16 

















* Deutsche Bau- und Bodenbank, Denkschrift ueber die Vorstaedtische Kleinsiedlung, pp. 11 and 13. 
t Consisting of periods II and IIa which are combined in this table. 
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Taste V. DistripuTion or New SupPpLEMENTARY 
Farminc HomEsTEADS OVER POLITICAL SuBpI- 
visions GrouPpED ACCORDING TO NUMBER 
oF INHABITANTS.* 








Percent of All Homesteads 
Established 


Fourth Period 


Class of Political Sub- 
divisions according to 
Number of Inhabitants 





First Period 





~ 

w 
° 
SS 


500,000 and more 
200,000 to 500,000 
100,000 to 200,000 
50,000 to 100,000 
25,000 to 
10,000 to 
5,000 to 
2,000 to 
Below 2,000 
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'Ubtiiixnt.—-* 
will not fail to react favorably on the 
health of the occupants of the new 
homesteads. 

As to what part of the homesteader’s 
income results from his own production, 
a recent study of supplementary farm- 
ing homesteads created in Brandenburg 
and Posen-West Prussia in the first and 
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second periods from October, 1931 to 
the end of 1932‘ reveals that on %-acre 
holdings, on which production was con- 
fined to fruits, vegetables, and potatoes 
and no small live stock was held, the 
value of the commodities raised annu- 
ally amounted to from 140 to 193 marks, 
If small live stock, consisting of one 
hog, one goat, five to six chickens, and 
some rabbits, had been added and the 
necessary feed bought outside, the value 
of the commodities produced ranged 
from 330 to 383 marks. If feed was 


produced on additional rented land it 
amounted to from 401 to 430 marks. 
Taking 1,500 to 2,000 marks as a desir- 
able normal income for industrial work- 
ers, it seems possible to produce on such 
supplementary 


farming homesteads 


4 Gertrud Laupheimer and Marie Hoegel-Wertenson, 
Die vorstaedtische Kleinsiedlung in der Mark Branden- 
burg und in der Grenzmark, Deutsches Forschungsinstitut 
fuer Agrar- und Siedlungswesen, Abteilung, Berlin, 1935. 


5 Tbid., pp. 41-44. 


TaBLe VI. Possession or LAND AND PERCENT or FamiLiEs Havinc SPECIFIED NuMBER 
oF CHILDREN IN DiFFERENT OccuPATIONAL Groups, 1933.* 








Social Position of Family 


Percent of Families Having Specified Number of Children 





Head and Possession of Land 
None 


I 3 4 





Independent operator in industry and 
commerce. 
Without land 
With land 


Worker in industry, commerce, and 
public service 
Without land 
With land 


Civil service 
Without land 
With land 


Employee in industry, commerce, and 
public service 
Without land 
With land 


Agricultural laborer 
Without land 
With land 























* Population Census of Germany, 1933. 
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about 4 of that amount. With respect 
to this estimate as well as to other 
similar calculations it must, however, 
be said that they have to be used with 
caution in the formulation of a final 
opinion as to the merits or demerits of 
this type of settlement. They refer to 
holdings which are not yet fully devel- 
oped. It is well known that some time 
is required before new settlements reach 
their full development. Frequently the 
whole first decade of the homesteader’s 
life on his new holding is devoted to 
developmental work. 

Whether the new _ supplementary 
farming homesteads will be able to pro- 
tect workers against distress in future 
times of depressed business conditions 
and to keep down the number of people 
on relief rolls remains to be seen. It 
has been claimed that those which grew 
up previously have been able to do 
this. To illustrate the distribution of 
the relief burden in the last depression 
Table VII shows the number of persons 
who were receiving relief per 1,000 
inhabitants in the various employment 
exchange districts in April and October 
of 1935. Distribution of unemployment 
relief loads over the various districts 
has been influenced in a large measure 
by the degree to which separate indus- 
tries were hit by the depression and the 
degree to which industries of a given 
area were working for export. But, 
while this is the case, these figures also 
seem to reveal some relationship between 
relief loads and number of supplemen- 
tary farming homesteads. They show 
that, apart from the mainly agricul- 
tural areas of East Prussia, Pomerania, 
and Bavaria, the relief loads were com- 
paratively low in Southwestern Ger- 
many (Baden and Wuerttemberg), in 
Hessen, and in Lower Saxony (Braun- 
schweig, the greater portion of Han- 


over, and Oldenburg). These districts . 


Taste VII. Unempioyep Persons Receivine Re- 
LIEF IN GERMANY PER 1,000 INHABITANTS, BY 
Emp.oyMent Excuance Districts, .APRIL 
gO AND OcTOBER 31, 1935.* 








April 30, | October 31, 
District 1935 





Germany ’ 19.5 
East Prussia ; 1.8 
: 27.1 
Brandenburg : 21.6 
Pomerania , 7.5 
Nordmark : 22.1 
Lower Saxony ; 9.4 
Westphalia 2 21.9 
Rhineland ‘ 28.9 
23.6 
10.7 
37-9 
12.4 
Southwestern Germany... . 9.6 











* Reports of Reichsanstalt fuer Arbeitsvermittlung und 


A ung. 





include those states and provinces in 
which, it will be remembered, supple- 
mentary farming homesteads have 
reached their greatest growth. 

According to Laupheimer and Hoegel- 
Wertenson, the supplementary farming 
homesteads established in Posen-West 
Prussia and Brandenburg during the 
first and second settlement periods from 
October, 1931 to the end of 1932 have 
brought about changes in the dwelling 
conditions of the settlers as to rent pay- 
ments and number of rooms as indicated 
in Table VIII. 

Monthly rents paid by the settlers 
before their placement on new supple- 
mentary farming homesteads varied 
between 10 and 46 marks. Those which 
they will have to pay in the future 
range from 10.40 to 18.25 marks. The 
variations in the new rents are caused 
mainly by differences in the cost of 
settlement land. In most cases the 
future payments to be made by settlers 
form a notable saving in expenditure 
for dwelling. In some instances settlers 
have to pay more than they did in 
their old dwellings. This, however, 
does not necessarily mean that their 
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Taste VIII. Dwe.iinc Conpitions as To Rent PayMENTS AND NuMBER oF Rooms on 
NEw SuPPLEMENTARY FARMING HoMESTEADS IN SPECIFIED AREAS OF BRANDENBURG 
AND Posen-WEsT Pruss1a.* 
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* Laupheimer and Hoegel-Wertenson, op. cit., pp. 45 and 46. 
Final amount. 
Kitchen included. 
ae ~ ged —- more than 30 marks. Where this occurred, the increase or decrease in annual payments ranged between 
—66 and —186 marks. 


economic situation in this respect has interest and assistance in the creation 


become more difficult, since the new 
rent payments include not only interest 
and amortization for the house but also 
rent for the site and interest for the 
homestead equipment financed in con- 
nection with the settlement loan. 
There are no signs that government 


of supplementary farming homesteads 
will decrease in the near future. On the 
contrary, it may be expected to increase 
since the National Socialists are entirely 
in agreement with this type of settle- 
ment and have made it one of the main 
points in their program. 
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Guaranteed Certificated Mortgages in New York 


mission of the State of New York! is 

the occasion for this brief review of the 
field of real estate financing through guar- 
anteed certificated mortgages. When this 
new Commission was created in 1935, the 
majority of these mortgages issued within 
the State and then outstanding was trans- 
ferred to it. 

The real estate mortgage, guaranteed as 
to interest and principal, apparently had its 
genesis in this State as a relative of real 
estate title insurance, but there is no ques- 
tion of a specific allocation to this State of 
its extreme development. In 1920, 11 com- 
panies were engaged in this business and 
their outstanding guarantees aggregated 
$529,000,000, while by 1930 the guarantee- 
ing companies had increased to $0 and their 
guarantees to some $2,867,000,000. It may 
never be possible to allocate cause and 
effect, on the one hand, to money seeking 
investment upon the ultimate security of 
real estate and, on the other hand, to real 
estate developments seeking sources of 
financing other than that of owner or pro- 
moter, but the effect of a public demand for 
these guaranteed mortgages or participations 
is often encountered in examinations of the 
substantial growth cited above. The de- 
pression emphasized two major weaknesses 
in this field—one, a practice of virtual 
real estate value insurance conducted with- 
out regard for even a normal loan mortality, 
and the other, one of faulty appraisals by 
no means peculiar to the guaranty com- 
panies. 

Rehabilitation or liquidation was begun 
for many companies which could not with- 
stand the shock of unpaid taxes and mort- 
gage interest early in 1932. The largest 
take-over was made in August, 1933, and 
the process has continued with a rehabilita- 
tion order as recent as January 7, 1936. 
The work of rehabilitating or liquidating 
these companies fell to the lot of the Super- 
intendent of Banks and the Superintendent 


yen first report of the Mortgage Com- 


1State of New York, Legislative Document (1936), 
No. 60. 


of Insurance. These offices were first charged 
with the duties of protecting two classes of 
interests—the companies’ general creditors 
and the shareholders and the holders of the 
guaranteed mortgage investments. Clearly, 
these interests are diametrically opposite. 
This anomalous situation was further com- 
plicated by mortgages aggregating more 
than $800,000,000 which had been sold to 
the public in the form of participations or 
certificates supported in interest and prin- 
cipal repayment by “specific” or individual 
mortgages and by “group” or several in- 
dividual mortgages combined to give one 
base of issue. In the case of the specific 
certificated mortgages ove mortgagor was 
making interest and satisfaction payments 
to the guaranteeing company which was 
intrenched as the servicing agent or inter- 
mediary for severa/ investors. For groups of 
individual mortgages consolidated in one 
base of issue for certificates, the multi- 
plicity of investors in one issue was further 
confounded by a multiplicity of mort- 
gagors involved. Such problems are_no- 
where nearly approached 1 in the case of the 
guaranteed “‘whole” mortgages where there 
are but two principals—one mortgagor 
and one mortgagee. 

The Mortgage Commission was created 
in 1935 to obviate such confusion of duty and 

“to encourage, promote, and facilitate self- 
organization by the holders of mortgage 
investments” in the form of guaranteed 
certificates, whose guaranteeing company 
was or would be placed in rehabilitation or 
liquidation. ©The Commission acquired 
actual title to the mortgages or real estate 
underlying such participations, but it has no 
jurisdiction over the guaranteeing companies 
or the whole mortgages which they guar- 
anteed. In its inception this agency became 
a large mortgage-servicing, reorganizing, 
and real estate management and brokerage 
institution, serving as trustee for more than 
200,000 certificate holders in their en- 
counters with 15,275 property owners or 
their properties taken in foreclosure. 

In May, 1935 the Commission took over 


_the collateral supporting 7,800 separate 
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issues of certificates in an aggregate amount 
of $685,976,116.33, within which 6,964 
specific mortgages totalled $569,042,705.72, 
and 836 group issues embracing 8,311 mort- 
gages or properties totalled $116,933,- 
410.61. This take-over did not include: 
(1) collateral in an amount of some $78,000,- 
ooo for which the Commission’s jurisdiction 
is being legally contested; (2) issues included 
in completed reorganizations which entailed 
trustees or a corporation to act for certifi- 
cate holders in the respective issues; or (3) 
issues where the outstanding certificates 
were held by one person, firm, or corpora- 
tion. 

At its take-over the Commission found 
mortgagors’ interest arrears to aggregate 
$40,914,244, Or an average arrearage on all 
mortgages equal to 6%. This one-year 
period of arrears is misleading because of the 
sound mortgages included in such a blanket 
average, and by their elimination the aver- 
age period of actual default for the “trouble 
loans” was between 18 months and two 
years. In addition to the interest arrears, 
tax and assessment arrears on the properties 
underlying the certificated mortgages to- 
talled $22,025,772, with some arrears dating 


back as far as 1925. Furthermore, if all such 
arrears could have been liquidated as of 
June 30, 1935, penalties would have 
amounted in addition to more than $1,700,- 


The Commission’s attack upon _ this 
serious problem is conditioned by the wide 
range of properties which support the cer- 
tificated issues it has acquired. The distribu- 
tion of properties according to use is indi- 
cated on Chart I, as well as the status of 
operation as of May, 1935. The properties 
range from the many one- and two-family 
dwellings in the first class through commer- 
cial uses to such specialties as churches, 
club houses, and golf links. A large number 
of the properties are non-income producing, 
in bad condition, unimproved, or even un- 
completed structures not warranting com- 
pletion. 

The status of operation of these several 
types of property, as presented on the chart, 
is described in terms of six classes of opera- 
tion. The operation distribution of the total 
number of properties within the respective 
use classifications is shown by the various 
shaded areas which are coded to the right of 
the chart. The distinction between owner in 
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possession with and without arrears is based 
upon tax and interest arrears (a moratorium 
law precludes arrears for principal) with an 
arbitrary grace period of six months allowed 
before an owner is considered “‘with arrears.” 
The next class of “monthly deposit” opera- 
tors represents those properties for which the 
owner is in arrears but is following some in- 
formal arrangement for their liquidation. 
The three remaining classes need no explana- 
tion. As between the types of property, this 
exhibit represents a cross section of loan 
mortality experience, not solely regulated by 
the respective properties’ capacity to meet 
interest and taxes, a a combination thereof 
with the owners’ ability to meet fixed charges 
from other sources. 

One of the Commission’s many functions, 
quite in keeping with the times, is that of 
reorganization to break the deadlock of con- 
tract conditions which cannot be met and 
thus to transfer a mortgage in default to a 
sound basis where arrears can be liquidated 
and regular, although possibly reduced, pay- 
ments of interest resumed. In its take-over, 
the Commission received 213 issues of $40,- 
508,306 which had been reorganized through 
court proceedings,? together with 388 small 
issues of $7,299,007 which had been reor- 
ganized by 100% consent, thereby obviating 
the necessity for a court proceeding. Such 
reorganizations represented an accomplished 
business deal for extension of due date, 


2Prior to creation of the Mortgage Commission, 
certificated mortgage reorganizations were regulated 
by the Schackno Act (Laws of 1933, c. 745), whereas 
the Mortgage Commission Act (Laws of 1935, c. 19) 
presented another vehicle for such reorganizations. 
In reorganization regulation the fundamental difference 


193 


interest reduction, real estate sale, etc., 
wherefor the need for a second reorganiza- 
tion of some issues has already been en- 
countered. In the balance of its take-over 
were issues with reorganization pending in 
court, others which were far short of reach- 
ing an acceptable reorganization plan or no 
solution at all had been attempted. Two- 
thirds of the dollar volume and over 80% of 
the number of issues in the Commission’s 
take-over had not reached a satisfactory 
preliminary stage of reorganization. It is 
impossible to set aside any definite portion 
of the above as not needing reorganization, 
because even those owners who are not in 
arrears may be undergoing heavy sacrifice to 
remain in that state, and are more entitled 
to an equitable adjustment of their burden 
than are those who have piled up arrearages. 

The Commission’s duties in this and all 
other respects are tasks and also opportuni- 
ties. The immediate task of the Commission 
is to protect certificate holders. In the proc- 
ess, a large volume of real estate must be 
put on a sound footing. The everyday ad- 
ministrative routine, together with the re- 
search necessary to solve these problems, 
should yield a mass of valuable experience 
to be codified and made available for future 
developments in real estate finance. 

Joun E. Burton. 


Economist, Mortgage Commission 
of the State of New York. 


between the procedures set up by the two Acts is that 
the former calls for 662¢% consents of the outstanding 
amount of certificates to validate a plan, while the 
latter considers a plan valid if 33144% dissents are not 
received. 


Judicial Sanction of Public Housing by the New York Court 
of Appeals 


HE relationship of slums to public 
health, safety, and morals and the in- 
ability or unwillingness of private 
capital to undertake the task of furnishing 
decent dwelling places to the low-income 
group have been recently and forcefully 
urged as justifications for governmental 
intervention in the housing field. For those 


1 For a convincing discussion of the need for govern- 
mental intervention in the slum problem, see: Edith 
Elmer Wood, “Slums and Blighted Areas in the United 
States”, Bulletin No. 1 of the Housing Division of the 


who are convinced of the economic and social 
desirability of such intervention, the dis- 
missal of United States v. Certain Lands in 
Louisville? accentuates the importance of 
state courts upholding state housing activi- 
ties, since the dismissal of that case leaves 
the constitutional status of federal housing 


Federal Emergency Administration of Public Works 
(1935). The author indicates the relation of the slum 
to public health, safety, and morals. 
29 F. Supp. 137 (W. D. Ky., 1935); aff. in 78 F. (2d) 
(Footnote 2 continued on page 194) 
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not only undecided but somewhat doubtful. 

The recent decision of the New York 
Court of Appeals in New York Housing 
Authority v. Muller, et al.,? is the first holding 
by a highest state court to the effect that a 
state’s power of eminent domain extends to 
the taking of property for the purpose of 
replacing slums by sanitary living quarters. 
In order so to hold it was necessary for the 
Court to decide that low-cost housing was 
a “‘public use,” since the limitation that pri- 
vate property may be taken only for a pub- 
lic use is to be implied from practically 
every state constitution.‘ 

Despite the novelty of the situation con- 
fronting the court, it is not surprising that 
the court decided as it did, since it had long 
ago been held in New York that to take 

rivate property for promotion of the pub- 
ic health was to take for a public use,® and 
this seems to be in accord with the view of 
most courts.6 Also, not a few other courts 
are in accord with the view of the Court of 
Appeals that the meaning of the phrase 
public use is largely dependent upon existing 
social and economic conditions.’ Thus it is 
not improbable that state courts would, in 
large part, be disposed to follow the Muller 
decision, especially if astute counsel took 
pains to bring to their attention the intimate 
relationship between housing and health. 

Certain state decisions, however, seem to 
indicate that all state courts might not con- 
sider low-cost housing a public use. In 1912 
the Supreme Judicial Court of Massa- 
chusetts rendered an advisory opinion which 
disapproved a proposed statute providing 
for building and leasing homes in thinly 
populated areas in order to promote the 
public health by inducing laborers to leave 
congested areas within cities. Other courts 


(Footnote 2 continued from page 193) 


684 (C. C. A. 6th, 1935); dismissed on motion of So- 
licitor General, 294 U. S. 735 (1935); followed in 
United States v. Certain Lands in Detroit, 12 F. Supp. 
345 (E. D. Mich., 1935). 

3—N,. E.— (New York, 1936). 

4See Nichols, Eminent Domain (2d ed., 1917), §37. 
The Fifth Amendment to the Federal Constitution im- 
poses a similar limitation. This is applicable only to 
the Federal Government, however. (Fallbrook Irriga- 
tion District v. Bradley, 164 U. S. 112, 158 (1896).) 
Nevertheless, the requirements of due process prohibit 
a state from taking private property for other than a 
public use, even if a state constitution should impose 
no such limitation. But it may be concluded from the 
cases that a state’s action in condemning property 
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hold that unless the public, even if only a 
limited portion thereof, is entitled as a 
matter of right to a fixed and definite use 
of the property taken, the taking is not for 
a public use. It would seem that courts so 
holding would find difficulty in sustaining 
state condemnations for public housing, 
Housing facilities created by the state can 
hardly be available as a matter of right even 
to a limited portion of the public, since it is 
apparent that the state, through its agents, 
must be able to select those to whom such 
facilities shall be available. 

It is important also to note that the Muller 
case does little, if anything, to fortify the 
federal housing program.!° Eminent domain 
is a power inherent in state governments, 
but exists in the Federal Government only 
incidentally to some granted power. Thus 
the Federal Government may exercise the 
power of eminent domain only in order to 
carry out some substantive power to be 
found in the Constitution. Probably the only 
substantive power upon which might rest 
the power of the Federal Government to 
condemn property in order to erect low-cost 
dwelling places would be the power to spend 
money for the general welfare." But the 
Supreme Court of the United States has not 
yet declared that this is a substantive power, 
and, as is well known, there exists a great 
divergence of views on the subject. And 
even if it is sometime decided that there is 
such a substantive power in the National 
Government, it would further have to be 
decided that low-cost housing was a national 
public use, because of the limitation of the 
Fifth Amendment.” The majority opinion 
of the Circuit Court of Appeals in the Louis- 
ville case suggests the possibility that what 
may be a public use within a state is not 


would have to be arbitrary indeed before the Supreme 
Court would declare that there had been a violation of 
due process. See Nichols, op. cit., §43. 

5 Matter of Ryers, 72 N. Y. 1, 7 (1878). 

6 See Nichols, op. cit., §54. 

1 [bid. at p. 128. 

8 In re Opinion of the Fustices, 211 Mass. 624, 98 N. 
E. 611 (1912). 

9See, for example, Arnsperger 0. Crawford, 101 Md. 
247, 61 Atl. 413 (1905). 

10 For a discussion of the constitutional aspects of the 
federal program, see: Corwin, “Constitutional Aspects 
of Federal Housing,” 84 University of Pennsyloania 
Law Review 131 (1935). 

uU, S. Const., Art. I, §8. 

12See note 4 above. 
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necessarily a national public use. Although 
the Supreme Court has been extremely 
liberal in upholding state condemnations," 
it may fail to exhibit the same liberality in 
construing the Fifth Amendment and adopt 
the suggestion of the Circuit Court of 
Appeals. 

Thus, while the Muller case is definitely a 
step toward judicial sanction of public hous- 
ing, it is clear that several important legal 
questions relating to housing are yet to be 
settled. When courts are called upon to 
decide the constitutionality of housing 


Cf. ibid. 
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legislation, one point should be urged 
strongly upon them: as certainly as the 
phrase “‘public use,” as used in our federal 
and state constitutions, was intended as a 
limitation on the power of eminent domain, 
just so certainly the phrase was never in- 
tended so to fetter the power of government 
that the power of eminent domain would be 
found lacking when economic and social 
needs decreed that it should be used. 
Danie. M. Scuuy er. 
Member, Legal 
Publications Board, 
Northwestern University Law School. 


The Record of Long-Term Real Estate Securities: 
by Cities of Issue 


PREVIOUS study! examined the rec- 
ord of long-term real estate issues 
amounting to a million dollars or over 
each, sold during the years 1919-31. The 
study was intended to show how investors 
fared asa group. It did not indicate the ex- 
tent to which the fate of investors varied, 
depending upon the city in which the se- 
curities were issued. To throw additional 
light on the record of real estate securities, 
such an examination is here undertaken. 
The bulk of the real estate flotations 
examined in the previous study were floated 


112 Fournal of Land & Public Utility Economics 
44-48 (February, 1936). 
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in relatively few metropolitan centers. Nine 
cities issued over two billion dollars of these 
securities, slightly less than 34 of the total 
number of issues and somewhat more than 
that proportion of the total volume. New 
York and Chicago together accounted for 
over % of the total amount issued in the 
country and nearly 34 of the flotations in 
the nine cities. 

The results of this study, summarized in 
Table I, show considerable dissimilarity 
among cities. In bonds called, Washington, 
San Francisco, and Boston show larger per- 
centages than the average for the group. 
The calls were concentrated in issues floated 
before 1926 when coupon rates were high. 


Summary oF Lonc-TERM Reav Estate Issues AMountTING To OnE MIL- 


LIon Do.iars oR OveR OFFERED IN NINE CITIES, 1919-1931. 
(Amounts in Millions of Dollars) 
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The easier credit conditions which prevailed 
later made it profitable to retire these se- 
curities. On the other hand, Philadelphia 
called relatively few of its earlier issues. 

San Francisco, with a generally good 
record for meeting scheduled payments has 
the highest percentage of securities retired 
by serial payments and purchases for sink- 
ing funds. Cleveland has retired a fairly 
large proportion of the issues floated before 
1926. The Philadelphia percentage is small 
because sinking fund payments on some 
large issues floated in the early years retired 
only a small part of the issues. Chicago, 
with a large volume of failures, shows only 
a small part of its issues matured. The 
Washington figure is low because so many of 
the early issues were called. For the cities 
as a group, calls and payments at maturity 
accounted for the retirement of about % 
of the securities. 

There remain for consideration, $1,556.7 
million outstanding securities, or 73.7% of 
the total. San Francisco and Boston have 
the best record in that they have a higher 
than average percentage of issues which 
have met the contract terms and a smaller 
percentage of failures. Although Phila- 


delphia has a good record in the first respect, 
it a only a slightly better than average 
showing in the second, for the reason that 
so few of its securities were retired by call or 
area at maturity. The low figure for 

ashington is not so significant as it may 


seem because of the large percentage of 
bonds called. Detroit and Cleveland have 
less than the average proportion of securities 


TaB_e_e II. 
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meeting regular payments, and their record 
on failed securities is about average. Chicago 
with $400.5 million securities that failed to 
meet contract terms has a conspicuously 
bad record. 

How much could the holders of the out- 
standing securities realize in the market? 
This information is summarized in Table 
II which compares the prevailing bid prices 
for April, 1935?, with the face value of the 
outstanding securities. Where failures are 
not involved, holders of securities issued in 
Cleveland and Detroit could realize nearly 
100 cents on the dollar but, as indicated 
above, these cities had relatively few se- 
curities in this group. The San Francisco 
securities stood up well. Purchasers of New 
York securities suffered most severely, 
realizing only 62 cents on the dollar. 

Cleveland purchasers took the heaviest 
losses on securities which failed to meet the 
terms of issue, being able to realize only 
about 14 cents on the dollar. On a number of 
issues the quotations were very low. In- 
vestors in securities issued in Detroit and 
Chicago were only slightly better off. The 
Chicago record is particularly significant 
because of the large volume involved. The 
San Francisco issues again have the best 
record. 

The foregoing results are summarized in 
Table III which compares the total recover- 


2 This date was chosen because Moody’s Banks and 
Finance Manual, published in May, was the source of 
data on amounts of issues outstanding. Presumably 
April was the last month for which information was 
complete. 
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Taste III. Torat RecoveraBLe VALuE (CALLS, 
Marurep, PLus Market VALUE oF OuTSTAND- 
1nG SeEcurITIES) OF REAL EstaTE SEcur- 
ITIES COMPARED TO ToTAL Face 
VALUE 


(Amounts in Millions of Dollars) 
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able value (calls, matured, plus market 
value of outstanding issues) with the total 
face value. Investors in San Francisco se- 
curities could have recovered about 82 
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cents on the dollar or 18 cents more than the 
figure for Washington, the next best city. 
Holders of securities issued in ‘New York 
could recover slightly more than the average 
for the group. The large volume of New 
York issues, of course, weighed heavily in de- 
termining the average figures for the group. 
Investors in Chicago issues suffered heavily, 
recovering only 39 cents on the dollar. 

For securities of the eastern cities as a 
group, purchasers could have recovered 
53-3 cents on the dollar; for the mid-western 
cities, 41.6 cents; and for the far western 
cities, 66.6 cents on the dollar. The average 
for the nine cities was 50.3 cents, practically 
the same as for the country as a whole. 
Those who bought securities issued in 
cities not included in this study therefore 
fared substantially the same as purchasers 
of metropolitan issues. 

Ernest A. JoHNSON 
Professor of Economics 
and Business Administration, 
Lake Forest College. 


How to Make a Real Property Survey 


HE combined efforts of several “‘new 
deal” agencies have resulted recently 
in a substantial contribution to the 
field of real property research. Technique 
for a Real Property Survey! was prepared 
jointly by the Coordinating Committee of 
the Central Statistical Board and the Works 
Progress Administration; and the Division 
of Economics and Statistics of the Federal 
Housing Administration, assisted by the 
Federal Emergency Relief Administration, 
the Federal Home Loan Bank Board, and 
the Public Works Administration. This 
three-volume “Baedeker” is a by-product 
of the Real Property Inventories made in 
1934. Many communities became aware of 
the possibilities of continuing and expand- 
ing these early surveys as local work-relief 
projects and pressed for a standardized plan 
which would simplify and coordinate the 
work. 
The schedules and instructions used in 
the Real Property Inventories, the Finan- 
cial Survey of Urban Housing, and the 


1Part I, Survey Procedure; Part II, Tabulation 
Instructions for Dwelling Survey; Part III, Block 
Tabulation and General Survey Tables 1 to 16. Mime- 
ographed. (Washington, D. C., 1935.) 


F.E.R.A. projects were studied carefully and 
considerably revised and amplified. They 
were then subjected to test in II commu- 
nities in West Virginia and Pennsylvania 
during the winter and spring of 1935. 
From the results of these tests this com- 
prehensive technique was evolved? which 
describes in detail each operation from the 
initial steps in stimulating local interest to 
the presentation of the data in tables and 
on maps. 

Volume I is an explanation of how to 
gather the data; Volume II contains instruc- 
tions for tabulating the data; and Volume 
III is a collection of sample tabulation and 
general survey sheets. The steps to be taken 
and the personnel needed are outlined in 
Volume I which also gives instructions to 
the city director, the filing section, control 
section, mapping section, squad leaders, 
enumerators, checking sections, surveyors 
on land-use survey, and the mapping sec- 
tion. The first part of Volume II gives de- 


2 The article by Lawrence N. Bloomberg, “ ‘Undoubl- 
ing’ of Families and the Demand for Housing Units,” 
12 Journal of Land & Public Utility Economics 80-82 
(February, 1936) presented the results of one of these 
test surveys and explained the techniques employed in 
defining so-called “extra families.” 
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tailed instructions for tabulating the raw 
data gathered according to instructions in 
Volume I. These operations summarize 
the figures from the individual cards by 
blocks and by economic areas, as well as 
for the entire metropolitan area. Parts II to 
VII in this volume develop the 16 final 
tables into which the complete data are 
assembled. 

The importance of accurate current infor- 
mation on housing and land utilization in 
any community cannot be too greatly 
stressed. Industrial concerns have made 
and used extensive market studies for years. 
In no field which touches the needs and 
happiness of human existence so closely 
has there been such a dearth of factual 
information as in the business of shelter. 
The first step in attacking the social and 
economic problems related to housing is to 
obtain dependable data on existing condi- 
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tions. This requires a statistical census or 
real property survey taken periodically 
according to a standard methodology to 
bring about uniform comparable conclu- 
sions for different cities and different years. 
Although the Technique for a Real Property 
Inventory is scien formidable in its 
three volumes and unwieldy in size (Volumes 
I and II are of standard size but Volume 
III is folio), the work is the first ambitious 
attempt to systematize and methodize the 
collection and presentation of local housing 
information. A supplementary volume on 
the interpretation of the data would have 
rounded out its completeness and added to 
its importance. 


Carrie Maupe Jones 
Librarian, National 


Association of Real 
Estate Boards 
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GEORGE S. WEHRWEIN, Editor . 








The AAA Decision and the Soil Conservation Act 


the AAA case (United States v. Butler, 

January 6, 1936) answers for the first 
time a question which has troubled lawyers 
for many years, namely: the purposes for 
which Congress may properly spend the 
government’s money. 

The Constitution says, “Congress shall 
have power to lay and collect taxes . . . to 
pay the debts and provide for the common 
defense and general welfare of the United 
States.” Exactly what does this mean? 

It has been clear to lawyers for a long time 
that the reference to the general welfare does 
not mean that Congress may do anything it 
— to promote the general welfare. The 

ational Government is one of specified 
powers and has legislative authority only in 
the fields stated in the Constitution. The 
reference to general welfare is part of the 
taxing power and is limited to that power. 

The question that has been in doubt for 
many years is whether Congress may tax 
(and therefore spend) for any purpose what- 
ever that promotes the general welfare, or 
whether its expenditures must be limited 
to those subjects which it has power to 
regulate under the other granted powers. 
Alexander Hamilton defended the first of 
these views and James Madison the other, 
and the difference between them has never 
been adjudicated until the AAA case. In 
the AAA case the Court held that Hamilton 
was right; in other words, that the language 
in question means that Congress may spend 
for any purpose that in fact promotes the 
general welfare, whether or not the object 
of its expenditure is something which it 
could regulate in other ways. 

The Court assumed, without deciding, 
that the promotion of agricultural pros- 
perity is a form of promoting the general 
welfare, and that therefore expenditures by 
Congress to promote agricultural prosperity 
are proper. 

The Court, however, found the act in- 
valid on the ground that it invaded the re- 
served powers of the states. Congress has no 
power as such to regulate agricultural pro- 
duction. That power, if it resides anywhere 


Te decision of the Supreme Court in 


in American governments, resides in the state 
governments. Since it is not granted to 
Congress it is a power “reserved to the 
States respectively or to the people” under 
the Tenth Amendment. The Court found 
that the major purpose of the processing 
taxes, benefit payments, and accompanying 
contracts was to regulate the quantity of 
agricultural production. Since this is not 
among the powers of Congress, it was held 
that the plan as a unit, that is, taxes, con- 
tracts, and benefit payments, violated the 
Tenth Amendment and was therefore in- 
valid. 

The point of the decision, in other words, 
is not that it is beyond the power of Con- 
gress to promote agricultural prosperity by 
spenciing money. The point is rather that 
the particular plan and method adopted— 
taxes, contracts, and benefit payments 
combined—are a regulation of a state matter 
and therefore forbidden to Congress. 

The interesting question now is the effect 
of this decision upon the Soil Conservation 
Act approved February 29, 1936 (Public 
No. 461, 74th Congress). This Act con- 
tains two distinct parts, and the effect upon 
them of the decision may be different. 

Section 7 of the Act—the so-called per- 
manent program—provides for grants to 
states to be administered by states, subject 
to certain standards set up in the Act, 
which are to be enforced by the Secretary of 
Agriculture. The state plans contemplated 
must be such as to carry out the purposes of 
the Act, namely: (1) preservation and im- 
provement of soil fertility; (2) promotion of 
the economic use and conservation of the 
land; (3) diminution of exploitation and 
wasteful use of soil resources; (4) protection 
of rivers and harbors against the results of 
erosion; and (5) reestablishment of the pre- 
war ratio between agricultural and other 
purchasing power. 

None of these purposes, except possibly 
the fourth, are within any granted power of 
Congress. It might be argued, therefore, 
that the proposal to spend money to accom- 
plish them through the device of encourag- 
ing state action is just like AAA—an in- 
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vasion of the reserved powers of the states 
and a violation of the Tenth Amendment. 
That argument seems to be answered by the 
decision of the Supreme Court in the case of 
the Commonwealth of Massachusetts v. Mellon, 
262 U. S. 447, decided in 1923. In that case 
the State of Massachusetts attacked a 
somewhat similar plan of aid to states in 
relation to maternity and infant welfare on 
the ground, among others, that the Act 
invaded the right of Massachusetts to deal 
with those subjects itself in the way that it 
saw proper. The Court held “that the 
powers of the State are not invaded since 
the statute imposes no obligation but simply 
extends an option which the State is free to 
accept or reject . . . If Congress enacted 
it [the statute] with the ulterior purpose of 
tempting them [the states] to yield, that 
purpose may be effectively frustrated by the 
simple expedient of not yielding.” This 
seems to dispose of the argument against 
Section 7 of the present Act, and it may 
therefore be stated with some confidence 
that Section 7—the permanent plan—is 
valid. 

Section 8, the so-called temporary plan, 
deals with the immediate present and future. 
Until states have had an opportunity by 
legislative action to adopt plans under Sec- 
tion 7, Section 8 provides that the Secretary 
of Agriculture may deal directly with farm- 
ers, by grants of money and other aid, to ac- 
complish the purposes of the Act as pre- 
viously set out. What is the effect upon this 
of the AAA decision? 

As previously stated, none of the de- 
clared purposes of the Act, except possibly 
number 4, are within any of i granted 
powers of Congress. That does not mean, 
as we have seen, that Congress may not 
spend money to accomplish them if they 
are within the general welfare, as they 
clearly seem to be. It does mean that such 
expenditures by Congress must not be in 


such a form as to “regulate” the conduct of 
individuals within the states. 

The only substantial difference in this 
respect between the original AAA provisions 
and the present ones are: (1) that no specific 
tax is allocated to the service of these pay- 
ments, and (2) that no advance contract 
with landowners is to be made. The pay- 
ments are to be made to persons who meet 
certain standards after they have met the 
standards and without any previous promise 
on either side. 

The first ground—no specific tax—will 
no doubt make it technically difficult for 
any particular taxpayer to show a sufficient 
interest in the expenditures to acquire a 
standing in court to attack them. 

The second ground is clearly based on one 
sentence in the opinion of the Supreme 
Court in the AAA case. Mr. Justice Roberts 
in that opinion said: “There is an obvious 
difference between a statute stating the 
conditions upon which moneys shall be ex- 
pended and one effective only upon assump- 
tion of a contractual obligation to submit to 
a regulation which otherwise could not be 
enforced.”” Section 8 of the Act, by ex- 
pressly denying to the Secretary the power 
to enter into any contract binding upon 
any producer, is an obvious attempt to take 
advantage of this sentence in the opinion. 

The “obvious difference” stated . the 
Court to exist between the two situations is 
not otherwise elaborated, and the basis of it 
is perhaps not altogether clear. All that can 
be said now is that the Congress has taken 
the Court at its word and has attempted to 
express in legislation the difference which 
the opinion seems to say would render the 
arrangement valid. Only future cases can 
determine whether the effort is constitu- 
tionally successful. 

Cuartes BunN 
Professor of Law, University 
of Wisconsin Law School. 


Changes in Farms and Farm Tenure, 1930-1935 


T NO time in our history have there 
been so many “upsets” in agricultural 
trends as during the past 15 years. In 

the first 10 years after the war we seemed to 
be going in the direction of a smaller farm 

opulation and a diminished agricultural 
industry, but in the last five years this trend 
has apparently been completely reversed. 
The proportion of tenant-operated farms 


also increased alarmingly until 1930, and 
now for the first time there seems to be a 
decrease in the percentage of farm tenancy. 
These and other trends have been revealed 
by the 1935 Census of Agriculture. 


Farm Population 


The agricultural “> after the world 


war, accompanied by relatively greater 
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prosperity in the cities, was primarily respon- 
sible for the decrease in number of farm 
people. Always two streams of migration 
are flowing between city and country, one a 
stream of rural people moving to the cities 
which is the proverbial “rural exodus,” and 
the other a less well known movement 
from urban centers to the farms. In 1920, 
for instance, about 896,000 people left the 
farms for the cities, but there was a counter- 
migration of 560,000 people from the cities 
to the country, leaving a “net” cityward 
movement of some 336,000 persons.! 

This excess cityward movement would 
eventually deplete rural population were it 
not for the rapid natural increase of farm 
people. In spite of the net loss of over 14 
million people in 1920, there were 89,000 
more people on farms January I, 1921 than 
on January I, 1920. However, in 1922 the 
net cityward migration reached 1,137,000 
persons, and, although the movement 
tended to taper off toward the end of the 
decade, the total number of people on farms 
soon began to be affected. The cumulative 
result of this exodus was a decrease of almost 
1% million farm people between 1920 and 


1930. This multitude included not only the 
surplus children but farm operators were 
also leaving the countryside. This is shown 
in the decrease of about 160,000 farms dur- 


ing this decade. The severest decreases 
occurred in the urbanized states. New Eng- 
land lost 20% of her farms, the Middle 
Atlantic states 16%, and the East North 
Central states almost 11%. Other areas 
with farm decreases were the marginal 
areas and certain southern states, notably 
Georgia and South Carolina, which lost 
about 18% of their farms in 10 years. 

Since 1929 the rural exodus changed to a 
flight to the land. Even in 1930 the net 
migration to the farms was 17,000, which 
increased to % million by 1932. However, 
in 1933 and since that time the farm-to-city 
surplus has been reestablished. The net 
result has been an increase between 1930 
and 1935 of 2,610,000 in farm population 
which now exceeds that of 1920 by 1,165,000. 
This accumulation of people on the farms is 
primarily attributable to (1) the surplus 
of young people which has been “dammed 
up” on the land and which normally would 
have gone to the cities, and (2) to the “back- 


1 Yearbook of the United States Department of 
Agriculture, 1935, p. 674. 


to-the-land” movement of city people. 

Census data are corroborated-by school 
census figures for 12 states studied by B. 
W. Allin and K. H. Parsons. The school 
censuses indicate a migration from the mar- 
ginal areas to the cities during periods of 
urban prosperity, but during an urban de- 
pression the same areas become places of 
refuge. Here land is vacant and cheap and 
abandoned farm buildings can be used for 
“squatting.” Naturally this places a crush- 
ing burden on local institutions of the 
“problem areas” and creates a serious re- 
lief problem? 


Number of Farms and Acreage of Farm Land 


Just as significant as changes in farm 
population are the fluctuations in number of 
farms and amount of land in farms. Shortly 
before 1900 we had the largest expansion of 
agriculture in terms of acres and men we 
have had in our entire history; after 1900 
there was a decided slowing up of new acres 
and additional farms. After 1920 the na- 
tion continued to lose farms for 10 years 
and “land in farms” for five years (1920-25). 
Since 1930, however, the number of farms 
has increased by more than ¥% million and 
acres of land in farms by 68 million. Almost 
¥% of this increased farm acreage was added 
in the West South Central and Mountain 
states. Only two states reported a decline 
in area of farm land (Nevada and Cali- 
fornia), although both had an increase in 
number of farms. Only two states had de- 
creases in the number of farms (Georgia 
and Mississippi), yet both reported con- 
siderably more land in farms than five 
years ago. The same urbanized areas which 
lost farms before 1930 reported heavy gains 
in 1935. New England acquired 33,000 new 
farms, a gain of 27%; the Middle Atlantic 
states had a gain of 11.2%; and the East 
North Central states over 12%. Ohio 
reported an increase of 35,800 farms. Other 
areas with extraordinary gains were the 
marginal lands. In parts of the Appalachians 
the number of farms doubled, ane the 
predominantly agricultural states expe- 
rienced only moderate increases. 

However, the figures on farms and farm 
population as reported by the various 
censuses must be used with discrimination. 


2 Land Policy Review, U. S. Department of Agri- 
culture, March and June, 1935, Supplement (Mimeo- 
graphed). 
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Although the instructions are to exclude any 
tract of less than three acres “unless its 
agricultural products in 1934 were valued 
at $250 or more,” enumerators may vary 
widely in their interpretations, to say noth- 
ing of actual omissions resulting from care- 
less or inefficient enumeration. The expan- 
sion of “part-time farming” during the last 
decade has added to the difficulty. It is 
entirely possible for the same tract to be 
correctly enumerated as a “farm” in 1935 
and correctly omitted in 1930. If the owner 
was fully employed in 1929, he might have 
used his tract merely for a garden, but as 
an unemployed man in 1935 he probably 
used his time and land to grow crops for his 
subsistence or for sale. If he raises products 
“valued” at $250, he is classed as a farmer. 
If trained research workers have not yet 
found an adequate definition for part-time 
farming, it is not strange to find differences 
among census takers.’ These various factors 
may have been responsible for “under- 
enumeration” in 1930 and “over-enumera- 
tion” in 1935. Otherwise it is difficult to 
explain the increase of 15,000 farms in Con- 
necticut since 1930, almost % the entire 
increase for New England and more than 
that of any one Pacific Coast state.4 It is 
hardly necessary to emphasize the fact that 
the accuracy of all other agricultural data, 
including that of tenure, can be no greater 
than the accuracy of the enumeration of 
farms. 


Changes in Land Tenure, 1930-1935 
The most notable fact in the tenure trend 


3L. A. Salter, Jr., “What is Part-Time Farming?” 
18 Fournal of Farm Economics 191-7 (February, 1936). 

41. G. Davis, “A Discussion of the Accuracy of Agri- 
cultural Census Enumeration in the Northeast,” 28 
Journal of the American Statistical Association 272-285 
(September, 1933). 


TasB_e I. 


since 1930 is the increase in owner-oper- 
ators. While tenants increased by about 
201,000, owner-operators increased by 331,- 
000, enough to reduce the proportion of 
tenants from 42.4%, as it stood in 1930, to 
42.1% in 1935—the first decrease in the per. 
centage of tenancy to be reported since 
1880. 

The trends of the past five years become 
still more striking if the states are grouped 
as was done in the two previous articles 
in this series, and changes in tenure corre- 
lated with changes in the number of farms. 
Table I shows the basis of the grouping and 
the number of states in each group in 1920, 
1930, and 1935. Chart I shows the grouping 
for 1935 with the percentage of tenancy 
for that year and for 1930. 

In 1935, 40 states showed increases in 
number of farms, both owner- and tenant- 
operated. In 34 cases the increase in the 
number of tenants exceeded that of owners 
sufficiently to cause a rise in the proportion 
of tenant-operated farms. These states are 
found throughout the North and West. The 
surprise came in the South. Here six states 
likewise had increases in farms, but in the 
race between owner-operated and tenant- 
operated farms the former increased faster 
than the latter, with the result that these 
states have a smaller percentage of tenant- 
operated farms today than five years ago. 
Thus 40 states are in Group I in 1935 as 
compared with only 6 in 1930 and g in 1925. 

Although the total number of farms in 
Texas and Arkansas increased, there was an 
absolute decrease in tenant farms accom- 


panied by a substantial increase in owner- 


5See “Changes in Farm Tenure, 1920-1925,” 3 
Journal of Land & Public Utility Economics 104-107 
(February, 1927) and “Changes in Farm Tenure, 
1925-1930,” 10 Ibid. 95-98 (February, 1934). 


INCREASES AND DECREASES IN THE NuMBER OF FARMS IN VARIOUS TENURE 
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CHART I 


UPPER FIGURE: PERCENTAGE OF TENANCY 1935 
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(___Jeroup r ZZ SROUR IV * 
(1M) srove 11 Ky GRouP Vv 
E=erovp mt ESS888 croup vi * 





TENURE CHANGES AND CHANGES IN THE PERCENTAGE OF TENANT-OPERATED FARMS 
IN THE UNITED STATES, 1930-1935 








*None in 1935. 


t Percentage of tenancy for the United States, 1935, 42.1%; for 1930, 42.4%. 


operated farms. This seems to indicate an 
actual shift from tenancy to ownership and 
a reduction in the percentage of tenancy 
(Group II). Two other southern states have 
an even more remarkable record. Mississippi 
and Georgia have lost farms since 1930; in 
fact, Georgia has been losing farms since 
1920. In these 15 years there has been a 
decrease of over 60,000 farms in this State, 


more than there were in the entire state of 


Florida in 1930. In the last five years 
Georgia lost 5,000 farms, lost 10,000 tenant 
farms, but gained slightly over 5,000 owner 
farms, thereby decreasing the percentage 
of tenancy from 68.2% in 1930 to 65.6% in 
1935. Mississippi experienced the same 
changes and therefore has a lower propor- 
tion of rented farms than five years ago 
(Group V). 

Although the prolonged agricultural de- 
pression began to have its repercussion on 


*M. M. Kelso, “A Critique of Land Tenure Re- 
search,” 10 Journal of Land & Public Utility Economics 
391-402 (November, 1934). 


the land tenure pattern in 1925, the per- 

centage of tenant-operated farms changed 

very little between 1920 and 1925, rising 

from 38.1% to 38.6% in these five years. 

But by 1930 the | pigs of tenant farms 
0 


mounted to 42.4%, a greater increase than 
had taken place during the entire first 
quarter of the present century. It was pre- 
dicted that this increase would continue or 
even be accelerated as agriculture felt the 
effects of the depression more and more.® 
This prediction has come true as far as the 
North and West are concerned. In the New 
England and Middle Atlantic states the 
trend toward owner operation, which began 
in 1900, has been reversed completely. In 
most of the other states the increase in the 
percentage of tenancy has continued. Four 
of these states (Group III) are in a class by 
themselves. They lost owner-operators in 
spite of a general increase in the number of 
farms and added to their number of tenants. 
All in all, 36 states had an increase in the 


_proportion of tenant-operated farms and in 


only 12 has the percentage of tenancy de- 





204 


clined since 1930.” All 12 are in the South 
and Southwest, stretching from New Mex- 
ico to North Carolina inclusive, and so great 
was the reversal of the former trends that the 
trend for the entire nation has been reversed. 
For this reason the situation in the South 
merits further analysis. 


Changes in Tenure in the South 


The 16 states comprising the South have 
slightly over % of all the farmers in the 
United States. Five of them increased their 
proportion of tenants but all the rest ex- 
perienced a striking decrease during the past 
five years. The tenure situation is influenced 
by the presence of 91% of all the colored 
farmers of the United States who make up 
about 27% of the total number of farmers. 
Furthermore, the plantation and cropper 
tenure status is peculiar to the South. 
Under the plantation type of farming the 
entire holding may be plowed and prepared 
as a unit, but individual tracts are rented to 
tenants or croppers for planting, cultivation, 
and harvesting. These individual parcels 
are called “farms” by the Census. Should 
the plantation owner decide to operate his 
land with hired labor, then the entire prop- 
erty becomes one “farm.” Perhaps the 
same croppers work for the owner as labor- 
ers, yet technically some 20 tenants or 
anaes have disappeared and the number 
of farms declined from 20 to one. Changes in 
the area rented per farmer will likewise enlarge 
or reduce the number of croppers or tenants. 

Table II shows the changes in number of 
farmers in the main tenure classes in the 
South since 1900. The figure for “total 
farmers” includes owner-operators, manag- 


7 Tennessee had the same percentage of tenancy in 
1935 as in 1930 and is included in this group. 


TaBLeE II. 
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ers, tenants, and croppers; farm laborers 
are not classified as “farmers” by the 
Census. Only four classes of farmers are 
listed in the table; managers are omitted 
because of their small number.* In making 
comparisons it should be noted that “‘ten- 
ants’ as used in this table include croppers, 
even for the years 1920 to 1935 inclusive. 
The total number of farmers has increased 
over the entire 35 years with the exception 
of the 1920-25 period. White farmers, how- 
ever, increased without any interruption, 
whereas colored farmers reached a peak in 
1920. There was an upturn after 1925, but 
the decline since 1930 has been so drastic 
that today colored farmers in the South 
number only 10% more than in 1900. White 
farmers, on the other hand, have increased 
o%. According to these trends, colored 
enaes are being displaced by the whites. 
Since owner-operation is considered the 
goal of the agricultural ladder, with tenancy 
a lower rung and “cropper” status just a 
step above the laborer stage, it is important 
to consider the trends in these three forms of 
tenure for both the white and colored farm- 
ers. In spite of all other trends white 
tenants have increased without interruption 
since 1900, numbering now 65% more than 
35 years ago. White owners increased until 
1920, decreased during the next decade, and 
then spurted upward again, resulting in an 
increase of 17% during the 35-year period 
under consideration here. 


8“Managers” represent the smallest tenure class 
mentioned in the Census, constituting less than 1% of 
the 6,812,350 farmers in the country. In 1935 there 
were only 48,104 managers in the United States, a de- 
crease of 7,785 since 1930. In only six states did the 
number of managers increase, thus moving against the 
general trend. 


NuMBER oF FARMERS IN THE SOUTH 1900 TO 1935 BY TENURE CLASSES 


(in Thousands) 





Tenure Classes 


1910 1920 1925 1930 1935 





Total Farmers 


White Farmers 
White Owners 
White Tenants* 
White Croppers 


Colored Farmers 
Colored Owners 

Colored Tenants* 
Colored Croppers 








3,422 


2,606 
1,389 
1,202 

348 


816 
186 
629 
368 


3,097 3,207 3,131 3,224 


3,207 
1,326 


2,284 
1,380 
888 
227 


2, 300 
1,325 
965 
279 


2,342 
1,234 
1,092 

383 


882 
182 
699 
393 


831 
195 
636 
344 


923 
218 
704 
334 

















* Croppers are included in figures for this class. 
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Colored owners, on the other hand, 
reached a peak in Ig1o, remained at that 
level in 1920, and then declined until in 
1930 there were fewer colored owners in the 
South than in 1900. But an increase of about 
4,000 between 1930 and 1935 has brought 
the total number practically back to the 
level of 1900. Negro tenants increased until 
1920, when the famous migration to the 
North caused a loss of about 67,000 tenants 
by 1925. No doubt the lure of jobs “up 
North” accelerated the decrease in negro 
owners as well. The trend of negro tenants 
was upward again between 1925 and 1930, 
only to be changed to another loss during 
1930-35. There are fewer colored tenants 
now than 25 years ago, and only 13% more 
than in 1900. Colored farmers in the two 
highest tenure groups are losing their former 
place in the South. 

Croppers were reported separately for the 
first time in 1920. At that time 37% of the 
white tenants and 48% of the colored ten- 
ants were croppers. White croppers con- 
tinued to increase in numbers until 1930, 
but the 1935 Census reported a drastic re- 
duction in spite of the continued increase 
of other tenants. Since owners and tenants 


9 Land Policy Review, op. cit., pp. 2-3, March, 1935. 
See also Gordon W. Blackwell, “The Displaced Ten- 
ant Farm Family in North Carolina,” Journal of 
Social Forces, October, 1934; and Johnson, Embree 
and Alexander, The Collapse of Cotton Tenancy (Chapel 
Hill: University of North Carolina Press, 1935). 


Planning and Zoning in 


HE State of Washington has joined 

the ranks of forward-looking states. by 

enacting legislation authorizing rural 
planning and zoning. The larger cities of 
the State have had zoning regulations for 
some time, but this is the first attempt to 
extend such control measures to the open 
country. 

The new law, enacted last year,! has two 
purposes. The first is to set up county and 
city planning commissions; the second is to 
provide the legal basis on which municipal- 
ities or parts of municipalities? may be 
zoned in order that their development may 
be less haphazard and more in line with 


1Rem. Rev. Stat. 1935, c. 20-A. 
2The law defines municipalities as, “Any or all 


counties, cities or towns of the State of Washington.” © 


increased during this period, this suggests 
an upward movement on the agricultural 
ladder all along the line. On the other hand, 
the new owners might have been recruited 
from the influx of subsistence and part-time 
farmers on the margins and the croppers 
might have disappeared because of read- 
justments on the plantations. Further 
analysis of the data for each state is neces- 
sary. 

In spite of the decrease of negro farmers 
after 1920, the number of colored croppers 
continued to increase until 1930. This 
indicates a shift from other tenure stages 
to that of cropper for at least the first five 
years of the 1920-30 decade. Since 1930 
colored croppers have declined by over 
24,000. They could not have entered the 
ranks of tenants in any large numbers be- 
cause this class is smaller than it was five 
years ago. The increase in the number of 
colored owners suggests that some of them 
might have become owners; this is doubtful, 
though not impossible. The more probable 
explanation is that they have become labor- 
ers or are on relief. Evidence indicates that 
both white and colored tenants have been 
displaced as a result of the readjustments in 
agriculture since 1930%. This is denied by 
other observers. At any rate the subject is 
a challenge to the student of land tenure. 

GeorcE S. WEHRWEIN. 
Professor of Agricultural 
Economics, University 
of Wisconsin. 


the State of Washington 


the best interests of the State as a whole. 

The Act, sponsored by the State Planning 
Council, permits cities and counties to form 
planning commissions consisting of from 3 
to 12 members. Appointments are to be 
made by the mayor or chairman of the 
board of county commissioners with the 
approval of the city council or county 
board. Terms in office for the first appointees 
vary so as to have as few as possible expire 
in any one year, and subsequent appointees 
shall serve for six years. Not more than 14 
of the commission may be elective officers 
of the municipality. 

The city or county provides the neces- 
sary funds for such work as its commission 
carries on. From these funds the necessary 
employees and expert consultants are hired. 
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Members of the commission serve without 
compensation and are selected without 
reg .d for political affiliations. 

These planning commissions act as the 
fact-finding agencies for the city or county 
an’ are authorized: 


1. “To make inquiries, investigations, and surveys 
concerning the resources of the county. 

2. “To assemble and analyze the data obtained and 
to formulate plans for the conservation of such resources 
and the legitimate utilization and development thereof. 

3. “To make recommendations from time to time 
as to the best methods of such conservation, utilization 
and development. 

4. “To cooperate with other commissions, with the 
State Council and with other public agencies of the 
municipality, state, and United States, in such planning, 
conservation and development; and 

5. “In particular to cooperate with and aid the State 
Council within its territorial limits in the preparation 
of the state master plan, and in advance planning of 
public works programs.” 


Realizing that many of the problems to 
be faced by these county or city commis- 
sions extend beyond their jurisdiction, the 
writers of the bill provided that county 
planning commissions might form regional 
organizations having the same powers and 
duties as city or county commissions. 

The planning commissions set up by this 
Act are intended to be the moving forces 
in zoning programs as authorized by the 
Act. It is provided that the county or city 
may authorize its commission to make plans 
for the physical development of such munici- 
pality. The authorization for zoning is 
given in the section which provides, 


“For this purpose [physical development] such Council 
or Board, in such measure as is deemed reasonably 
necessary or requisite in the interest of health, safety, 
morals, and the general welfare, upon recommendation 
by its commission, by general ordinances of the city 
or general resolution of the Board, may regulate and 
restrict the location and use of buildings, structures 
and land for residence, trade, industrial, and other 
purposes; the height, number of stories, size, construc- 
tion and design of buildings and other structures; the 
size of yards, courts and other open spaces on the lot 
or tract; the density of population; the set back of 
buildings along highways, parks or public water front- 
ages, and the subdivision and development of land.” 


It is further provided that, 


The law says, “The board may regulate the use 
of land for residence, trade, industrial, and other 


purposes.” 
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“For any or all such purposes any such Council or 
Board, on recommendation of its commission, may 
divide the municipality or any portion thereof into 
districts of such size, shape and area, or may establish 
such official map or maps, or development plans for 
the whole or any portion of the area of such munici- 
pality as may be deemed best suited to carry out the 
purposes of this act; and within such districts it may 
regulate and restrict the erection, construction, recon- 
struction, alteration, repair or use of buildings, struc- 
tures or land.” 


Many parts of this law merely extend to 
the open country certain regulations pre- 
viously in effect only in urban areas. There 
are a few new additions. Among them is 
perenne for the control of the density and 
ocation of population which may be applied 
to either rural or urban districts. The law 
is forward-looking but in places seems inade- 
quate. Specific authority is given for zoning 
residential, trade and industrial uses, but 
no direct mention is made of agriculture, 
forestry, or recreation. Rather these and 
other uses of land have been lumped to- 
gether under “other purposes,” but it is 
doubtful if the courts would uphold a specific 
zoning ordinance based on such generalized 
phraseology.’ A broad interpretation of the 
present law would allow agricultural, for- 
estry, or recreational zoning, but it is not 
believed likely that any such regulatory 
measures will be forthcoming until the law 
is amended to provide specifically for them. 

An act providing for zoning for agricul- 
tural, forestry, and recreational uses failed 
to pass the Legislature at the same time the 
present law was enacted, primarily because 
the state program of land classification was 
in its infancy and the need for such advanced 
legislation was not apparent to the legis- 
lators. 

Now with the classification of one county 
practically complete and the work in sev- 
eral others well started, the need for such 
a measure is very apparent to all and it is 
believed that either the present law will be 
changed or a new law will be passed to 
provide for agricultural and allied types of 
zoning. 

Joun BiackMorE 


Department of Farm Management 
and Agricultural Economics, 
State College of Washington. 
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The T. V. A. Decision of the United States Supreme Court 


N February 17, 1936 the United 
States Supreme Court rendered its 
long awaited decision in the Ash- 
wander case.! This case grew out of the first 
significant step taken by the Tennessee 
Valley Authority in carrying out a power 
policy first announced during the summer of 
1933. This step was the negotiation of a 
contract on January 4, 1934 with the Ala- 
bama Power Co., a Commonwealth and 
Southern subsidiary, which provided for 
purchase by the Authority of certain lands, 
substations, transmission lines, and auxil- 
jary properties located within a radius of 
so miles from Wilson Dam at Muscle Shoals, 
Alabama. The purchase price was fixed at 
$1,150,000. In addition, the contract pro- 
vided for the interchange of electric energy, 
for the sale of surplus power from Wilson 
Dam at stated rates, and for mutual terri- 
torial restrictions as to the areas to be served. 
A supplementary agreement made in August, 
1934, whereby the Company gave the Au- 
thority an option to acquire certain urban 
distribution systems, had been terminated 
and was not involved in the case. 

Application for annulment of the con- 
tract had been made by certain preferred 
stockholders in the Federal District Court of 
Alabama. Their contention was that the 
contracts were injurious to the interests of 
the Company and their subject matter be- 
yond the constitutional power of the Federal 
Government. In finding for the stockhold- 
ers, Judge Grubb had issued a sweeping in- 
junction. The Authority appealed to the Cir- 
cuit Court which reversed the lower court, 
holding in substance that since Wilson Dam 
had been constructed under the war and 
interstate commerce powers of the Con- 
gress, electric power produced at the dam 
was the property of the United States and 
subject to the disposition of Congress. 

In arguing the appeal before the Supreme 
Court, the attorneys for the Government 
had urged among other things that the suit 
by the preferred stockholders had not been 
brought in good faith. But the Supreme 
1 Tennessee Valley Authority, et al v. George Ash- 
wander, et al. 


Court, healthy political organism that it is, 
decided not to let the decision be warped by 
a technicality, thus clearing the ground of a 
preliminary contention by holding that the 
stockholders were entitled to maintain the 
suit. A concurring opinion written by Mr. 
Justice Brandeis appeared, however, to lay 
greater weight upon this point. 

In all essentials, the Supreme Court 
agrees with the Circuit Court. It limits the 
issues to be decided to the single one of the 
validity of the above mentioned contract. 
It also waived aside the somewhat hys- 
terical arguments made by the attorneys for 
the stockholders, that, if the Government 
could go into the business of selling electric 
power on the theory that it was disposing 
of a surplus, it might also be tempted to 
go into the business of producing steel, 
clothing, or shoes because electric power is 
consumed in such  Sigenn ngs 

Returning to the main argument, the 
Court reviews the circumstances of the con- 
struction of Wilson Dam, beginning with 
the National Defense Act of 1916 and finds 
no difficulty in bringing this federal ac- 
tivity within the constitutional limits of the 
war power. But the Court finds a dual basis 
for sustaining the construction of Wilson 
Dam and appurtenant power house by 
bringing it also within the limits of the 
power of Congress to regulate commerce. 
Since this power embraces the power to keep 
the navigable rivers of the United States free 
from obstructions to navigation, the con- 
struction of Wilson Dam in the Tennessee 
River, a navigable stream, is brought within 
the purview of this power as well. Cer- 
tainly, the Court is justified in this inference 
because the improvement of the Tennessee 
“has been a matter of national concern for 
over a century.” 

Having established the constitutionality 
of the construction of Wilson Dam, the 
Court points out that the Government ac- 
quired full title to the dam site with all the 
riparian rights. These rights include the 
power to appropriate through power plants 
the energy of falling water, a utility “‘in- 


‘evitably incident” to dam construction. 
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This electric power is the property of the 
United States, constitutionally acquired, 
which may be disposed of constitutionally 
under Section 3, Article IV. The only 
question that may be raised concerns the 
scope of this grant of power of disposal. 

There follows a brief review of the consti- 
tutional history of this grant of power to dis- 
pose of property, especially in relation to 
lands and mineral aaae, with which the re- 
served rights of states are not found to con- 
flict. Then, coming to the matter involved 
in the instant case, the Court raises the 
question whether a more limited policy 
should be adopted with respect to surplus 
water power. The categorical answer is in 
the negative because such a limitation is 
dictated neither by the nature of the par- 
ticular property, nor by the character of the 
surplus to be disposed of, nor by the manner 
of its disposition. It is especially hearten- 
ing to see the Court brush aside the foolish 
interpretation of surplus given by Judge 
Grubb which limited the same to that 
necessarily created in making munitions of 
war or operating works for navigation pur- 
poses. Very definitely the Court holds that 
the available energy need not be lost nor 
wasted. 

The final point is of some moment be- 
cause it concerns the selling policy authorized 
in the Act and was adopted by the Authority 
under the contract. The general standard is 
that the method of disposal must be appro- 


priate to the nature of the property, adapted 
to the public interest, and consistent with 
the foundation principle of our dual sys- 
tem of government. The Court finds that 
the use of transmission lines as a method of 
overcoming a buyers’ monopoly at the dam 
and reaching a wider market is consonant 
with this standard and does not invade 
any rights of states. 

This decision of the Court is character- 
istic of our American mode of judicial pro- 
cedure in that it builds onto the historical 
structure a new addition made necessary by 
this new departure in public policy. But 
the added structure is no larger than re- 
quired. The Court disclaims any intention 
to pass upon more than this single act of 
the Authority. Consequently, both the op- 
ponents and proponents of the Tennessee 
Valley Project Act have found much to 
comfort them in this decision, the former in 
stressing the limitations, the latter in dwell- 
ing upon the promise for the future. To this 
reviewer, it appears that the future course 
of decisions will permit the Authority to 
extend its power policy pari passu with the 
realization of an integrated development of 
the River through flood-control and navi- 
gation dams, provided it keeps a weather 
eye on that shadowy line which separates 
its own domain from that of the states. 

Martin G. GLaAEsER. 
Professor of Economics, 
University of Wisconsin. 


Public Utility Financing in the First Quarter of 1936 


only 3 issues were floated, public 

utility financing gained rapidly in 
the succeeding two months to reach a total 
of $424,778,500 for the quarter, according 
to compilations published by the Commer- 
cial &§ Financial Chronicle. The quarter’s 
total was almost 6 times the $72,433,250 
for the same quarter of 1935. 

In many respects the characteristics of 
the quarter’s financing were similar to those 
noted for the full year 1935.1 Refunding 
issues predominated, 93%4% of the total 
being devoted to that purpose. Low coupon 
rates were also in the lead? and the majority 
of the issues were long-term mortgage debt 


es a slow start in January, when 


1For a review of 1935, see “Public Utility Financing 
in 1935,” 12 Fournal of Land & Public Utility Economics 
91-94 (February, 1936). 


obligations by operating companies. 
Somewhat in contrast to results for 1935, 
however, is the fact that smaller companies 
became more active in financing as a result 
of continued improvement in business con- 
ditions and a continuation of low interest 
rates. During the first quarter of this year 
the debt issues ranged in size from $380,000 
to $90,000,000, against a range of $400,000 
to $73,000,000 during 1935. The weighted 
average amount per issue in 1936 was 
$16,940,000 which compared closely with 
the corresponding average of $16,970,000 
for all of last year. Despite this situation, 


however, the median issue for the present 


2The weighted average coupon rate during the 
quarter was 3.70%. Individual rates ranged from 3% 
to 544%. With the exception of 6 small issues, none 
had a coupon rate in excess of 4%. 





perio 
$10,C 
clear. 
come 

Ty 
durir 
were 
short 
How 
2 wil 

Nc 
perio 
were 
stock 
were 
it mi 
Duke 
000,¢ 
and | 

Ta 


TABL 





Weig 
Tota 

* Ex 

Tt Co 
Pre 

To 
308,50€ 
Incider 








PUBLIC UTILITIES DEPARTMENT 209 


















































pted period was only $3,600,000 against one of 17 long-term debt issues which were pub- 
with $10,000,000 for 1935, which reveals more licly sold during the first quarter, For the 
sys- clearly that smaller issues have recently purposes of the table the two issues with 
that comprised a larger percentage of all issues. serial maturities have been excluded. These 
« . . oe . e ? 
dof Twenty-five individual issues were offered 17 issues account for 86% of the quarter’s 
dam during the quarter. All but one of these total. 
nant were classified as long-term debt; the one Reference to the table reveals that the 
vade short-term debt issue was for only $1,250,000. average coupon rate was only 3.70% and 
However, the 24 long-term issues included the average yield to the public at the offering 
>ter- 2 with serial maturities. price was as low as 3.64%. Underwriters 
pro- No stock issues were sold during the Commissions amounted to $2.25 per $100 
rical period, but two small telephone bond issues principal amount and incidental expenses 
r by were devoted to retirement of preferred required an additional $0.58. The net pro- 
But stocks. Five issues aggregating $56,180,000 ceeds per $100 principal amount thus 
Te- were placed privately; in this connection averaged $98.26 and this net capital cost 
~~ it may be noted that 2 of the 5, both by the companies 3.82% on the average. 
sie Duke Power Company and totalling $39,- —sThis computation of cost does not take into con- 
P- 000,000, were taken by Duke University sideration the call premium nor the unextinguished 
ssee and Duke Foundation. ; : debt discount and expense on issues refunded by the 
to Table I presents a detailed analysis of the current financing. 
rin 
vell- Taste I. Summary AND ANALysis or Lonc-TerM Dest Issues OrrereD PuBLicLy 
this (Exc.usive or SertaL Maturities), First QuarTER, 1936 
Irse 2% 
te 
to 85 8 oe + 
ais > - ‘ > * > 
the g de | 2 | aziz.) 2. | Fel 3: 333 | 
f Company and Issue a 332 ® Se $3 | Ez Gi & | 8s = 
a 23 | £8 | ss | S&| 82 | $3 | BE] 28 | BER] se] Be 
vi- os ae SA | 36 | Sh | 5h | 5S |] &S [asa] 2h | SS 
her (A) (B) (C) (D) (E) (F) (G) (A) @® (J) (K) | @ 
ite 
. Pacific Gas & Elec. C % % | % | % | % % | % 
First & Ref. Mtge, Series H| 334° |$90,000,000|12-1-61| Mar. | 10234 | 3.60 | 2 10034 | 0.463 |100.087| 3.74 
Eastern Gao Fu el Associates 
First Mtge. —c Trust.| 4 75,000,000] 3-1-56| Mar. | 96% | 4.26] 3 93% | 0.493 | 93.007] 4.54 
ower P 
First Mortgage... ....- ~.| 334 | 55,830,000|11-1-70| Mar. | 10334 | 3.30 | 2 10134 | 0.499 |101.001] 3.45 
New York Edison Company 
First Lien & Ref. Mtge., 
Series D.....-.---.--.-- 3% | 55,000,000/10-1-65] Feb. | 100 3.25 | 2 98 0.773 | 97.227] 3.40 
West Penn Power Company 
First Mtge., Series I.-._..| 334 | 27,000,000] 1-1-66] Jan. | 103 3.34] 2 101 0.568 |100.432|} 3.48 
Connecticut River Power Co. 
Mtee., Series A_____ 334 | 20,300,000/2-15-61| Feb. | 10414 | 3.48 | 1.221 | 103.279] 0.690 |102.589| 3.59 
Public Service aot x. Okla. 
35 First Mtge., Series A_____ 4 16,000,000] 2-1-66] Feb. | 10134 | 3.92 | 214 99 0.4173| 98.583] 4.08 
29) Central Iil. right "Co. 
1s First & Consol. Mtge... .- 34 7,178,500| 4-1-66| Mar. | 104 3.29 | 234 | 101% | 0.507 |101.243] 3.43 
l Iowa Electric Company 
ult First Mtge., Series A____- 4 3,750,000] 1-1-61| Mar. | 98 4.13 | 3 95 0.843%] 94.157] 4.39 
yn- Iowa Elec. Light & Power Co. 
First Mtge., Series E___.. 4 3,600,000/12-1-55| Mar. | 103 3.78 | 214 | 10014 | 0.9104] 99.590] 4.03 
est Springheld City Water Co. 
" First Mtge., Series A_____ 4 2,700,000] 4-1-56} Mar. | 99 4.07 | 4 95 1.321 | 93.679] 4.48 
-ar Indiana Assoc. Tel. Corp. 
100 First Mtge., Series B_____ 4% 2,600,000|10-1-65| Mar. | 102 4.38 | 3 99 1.363 | 97.637] 4.65 
Citizens Independent Tel. Co. 
100 First Mtge., Series A____- 4M 1,450,000] 1-1-61| Mar. | 101 4.19 | 3% 97% | 2.159 | 95.591) 4.55 
ed Penn-Jersey Water Co. 
: First Coll. Trust... --__- 5% 1,200,000] 8-1-60| Feb. | 97 5.48 | 6 91 1.639 | 89.361| 6.09 
as — Telephone Co. 
| First Mtge., Series A... 4\ 1,000,000} 1-1-56| Feb. | 100 4.50 | 4 96 1.700 | 94.300} 4.95 
th Lowell Gas Light afl 
ay First Mtge., Series A_____ 4% 950,000] 3-1-66| Feb. | 107 4.10 | 1 106 2.268 |103.732| 4.28 
Cape & Vineyard Mee Co. 
yn, First Mtge., Series A____ 4 750,000| 7-1-65| Jan. | 10334 | 3.82 | 1.981 | 101.269] 1.907 | 99.362] 4.04 
nt Weighted Averages... __- ROSAS A FS 101.09 3.64 | 2.25 | 98.84 | 0.58 | 98.26] 3.82 
Totals§ 
-he * Expressed in per cent of principal amount as shown in column (C). 
+ Computed on a sinking fund basis using net proceeds per column (K). 
% Pro rata share of total expenses of two issues apportioned on basis of principal amount. 
ne Totals, which represent summation of actual amounts reported for individual issues, are as follows: Principal Amount, $364,- 
808,500; Offering Price, $368,265,565; Underwrit ~s’ Commissions, $8,187,962; Proceeds to Company, $360,077,603; Estimated 


Incidental Expenses, $2,125,065; ‘Net? Proceeds, $357,952,538. 
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Part A. Summary oF Lonc-TeERM Dest Issues Sotp PrivaTety, First 


Taste II. 
QuaRTER, 1936 








Company and Issue Coupon 
Rate 


Principal 
Amount 


Maturity 
Date 





% 
Duke Power Company 
First & Ref. Mt; ~* 8% 


3% 


Notes 
Illinois Consol. Tel. Co. 
First Mtge., Series 
Lewiston Gas Light Co, 
a Ref. Mtge., Series C 


4% 
8% 








$30,000,000 

16,000,000 
4 9,000,000 
800,000 


380,00 
$56,180,000 


Not available 
100% 

Not available 
100 

10 “ 9914 








Part B. Summary oF Issues witH SERIAL Maturities, First QuarTER, 1936 





= Service Co. of Okla. 


bentures 
Iowa Elec. Light & Power Co. 
8% Coupon Notes 
Iowa Electric Company 
4% Serial Notes 


$2,000,000 
1,250,000 
1,040,000 


1.75% to 4.00% 
0.75% to 3.00% 
1.00% to 4.50% 


100 to 104.93 
100 to 102.59 
96.01 to 105.05 








$4,290,000 

















* $200,000 each February 1, 1937-1946, inclusive. Underwriters’ commissions on this issue were 1.25%. 
tal expenses were 0.417%, ar 
semi-annually from ag a. 1936 to April 1, 1941, inclusive. Underwriters’ commissions averaged 0.50%; incidental 


an eas hob ne of 101.641%, and inciden 
orpeeee O00 0.91%; and net proceeds, 1 


expenses, 0.843%; and net proceeds 99.1 

The percentage rate of underwriters’ 
commissions shows some inverse correla- 
tion with the size of issue, but greater cor- 
relation is found in the case of incidental 
expenses. 

The cost of capital ranged from 3.40% 
to 6.09%, only 1 issue being over 5%. 
low, 3.40%, is slightly below the lowest cost 
(3.43%) found during 1935, but one issue 
has already been offered in April, 1936 at 
an even lower cost. 

For record purposes all issues offered 
during the quarter other than those given 
7 Table I are summarized briefly in Table 

Index Number of Volume 
The index numbers‘ of volume of public 


utility financing for the first quarter of 1936 
are as follows: 








New 
Capital 


1.16 
0.13 
20.27 
7-19 


Total 
Capital 


Refunding 


Period* Capital 





87.55 
438.67 
758.10 
428.11 


17.41 
82.59 
159.02 


86.34 














*The bases for these index numbers are as follows: monthly 
average, 1926, equals roo for the monthl series; quarterly 
average, ah equals roo for the quarterly series; and the 
year’s total for 1926 equals roo for the annual series. 


The company received 
verage net Proceeds of 101.224%. 


0 semi-annually from oh ng i“ , {ide to April 1, 1946, inclusive. Underwriters’ commissions averaged 1.449%; incidental 


Revised Index Numbers for 1935 


In footnote 6 to the summary of “Public 
Utility Financing in 1935,’ it was stated 
that a revision of the index numbers for 
1935 would be necessary in the event that 
further investigation confirmed the writer’s 
opinion that one issue was duplicated in 
the 1935 compilations by the Chronicle. A 
change in the data for July, 1935 has made 
necessary the following revisions in the in- 
dexes as given in the preceding article: 








Refunding 
Capital 


Total 


Period Capital 





200 . 37 1,034.94 
536.30 


321.62 


July, 1935 


3rd Quarter, 1935 107.36 





Year, 1935 64.72 





No change occurred in the indexes of new 
capital. 


4For a description of the index and back figures 
through 1919, see “The Volume of Public Financing, 
1919-1935,” 11 Journal of Land & Public Utility 
Economics 352 -356 (November, 1935). 

5 See footnote 1, supra, for citation. 

E. D. OsTRANDER 

Assistant Supervisor, 
Rates and Research Section, 
Illinois Commerce Commission. 
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The Boonville Case 


exempt from rate regulation, are per- 

mitted to earn just about what the 
traffic will bear unless competition exists. 
Since municipal governments can find almost 
unlimited uses for available funds, not all 
municipal utility rates are set at “yardstick” 
levels, nor is this fact necessarily attributable 
to high costs of operation or to inefficient 
management. As a result, many an impos- 
ing municipal park or building is pointed 
to with pride as having been built “without 
cost to the taxpayer.” It has not, however, 
been built without cost to the ratepayer. 

Heated controversy between those desir- 
ing low taxes and those desiring low electric 
rates has long been the case. Although 
there appears to be a general concensus 
that the amount of energy a citizen consumes 
is not a fair measure of his obligation to 
support the municipal government, there 
is little agreement on the question of 
whether the inclusion of a “fair return” in 
the costs to be met by electric rates consti- 
tutes a sales tax. 

The Public Service Commission of Wis- 
consin, for example, has interpreted the 
laws of that State as intending that a 
municipal utility may earn a fair return. 
This fact is borne out by a perusal of many 
decisions emanating from that source in 
recent years, relating to rates and funds of 
municipal utilities. 

The New York State Public Service Com- 
mission in its Boonville case (5 P.U.R. 
(N. S.) 298; 8 P.U.R. (N.S.) 493), on the 
other hand, with very similar public utility 
laws, plunged into this question and emerged 
with the conviction that governments “are 
not created for the purpose of making 
profits.” To the writer, however, this 
decision appears to be more a statement of 
what the Commission thought ought to be 
the case than what the Commission thought 
the laws of the State provided. 

The New York State Supreme Court, in 
granting Boonville a stay against the en- 
forcement of the Commission decision pend- 
ing review by the appellate division (9 
P.U.R. (N. S.) 265), stated in effect that a 


|’: many states municipal utilities, being 


1See H. Zinder and Walter E. Caine, “Regulation 
of Municipal Electric Utility Rates in Wisconsin, 
1931-1934,” 11 Fournal of Land & Public Utility 
Economics 12 (February, 1935). 


municipality operating an electric plant 
does so in a private or proprietary capacity, 
and in so doing incurs not only the same 
obligations, but also can expect the same 
privileges as private utility corporations. 
The court said: 


“A taxpayer has an interest in a municipal plant similar 
to that of the shareholder in a plant owned by a private 
corporation and it would seem the business of supply- 
ing electricity by a municipality to its consumers 
should be dealt with in the same manner as that of 
any private corporation...” 


Of particular interest is the following 
excerpt from a Pennsylvania court decision, 
quoted and apparently concurred in by the 
New York court, which expresses the con- 
viction that a municipal utility cannot be 
deprived of its right to earn a fair return 
even by legislative action: 


“If the legislature or the courts could deprive a plant 
owned by the municipality of a fair return... they 
could prevent a privately owned. . .company from earn- 
ing a profit or a fair return.” (Shirk v. Lancaster, 
313 Pa. 158, 167; 169 Atl. 557 (1933).) 


This opinion of the New York State 
Supreme Court should be reassuring to 
those municipalities operating their own 
utilities in states where regulation of such 
utilities is provided by statute. It should 
also be reassuring to proponents of municipal 
ownership, regardless of whether or not they 
believe it right for a municipality to include 
a fair return in the rates of its utility, since 
the possibility of so doing is often an im- 
portant argument in the minds of the voting 
citizens. At least it is a frequent argument 
of the promoters. 

The danger to the municipal ownership 
movement is not the possibility of the inclu- 
sion of a fair return in the costs of service; 
witness the comparatively low rates of small 
Wisconsin municipal utilities where this item 
is included as a cost. The danger lies in the 
practice, where strict regulation is not pro- 
vided, of kiting rates beyond all reason, or 
as is usually the case, neglecting to reduce 
rates as reductions are justified, in order 
to provide funds to construct and operate 
imposing buildings or to pay all costs of 
local government without recourse to the 
property tax. Watter E,. Caine 


Assistant Rate Analyst, 
Public Service Commission 
of Wisconsin. 
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Municipal Utility Profits or Taxes? 


HAT is popularly known as the 
“taxless town” is, of course, non- 
existent in fact. When a municipal 

utility charges rates sufficiently high to 
support the municipal government, in whole 
or in part, there is merely a shifting of the 
tax burden from the taxpayer to the utility 
consumer and the shift may or may not 
mean that the same people still pay the 
taxes in the same proportion. Under such 
a system the utility instead of some other 
governmental body becomes the tax col- 
lecting agency. 

Even though the limited nature of the 
present study precludes making positive and 
general conclusions, it should be advanta- 
geous to review some of the general consid- 
erations involved in substituting municipal 
utility profits for direct taxes. 

Of course, some real advantages accrue 
from using a utility to collect taxes. Taxes 
raised by this method are more easily 
assessed, returns are relatively constant, 
collection is simple, and the threat of dis- 
continuance of service is probably as effec- 
tive a collection device as loss of title be- 
cause of unpaid taxes. In addition, this 
method certainly measures up to the popular 
tax maxim of “plucking the most feathers 
with the least squawking.” For this reason 
it is conceivable that a particular official or 
board might sacrifice his or its political 
existence if rates were reduced to the point 
where taxes would have to be materially in- 
creased. It may not mean, however, that 
there is less reason for “squawking”’ under 
such a tax system. It may merely mean 
that the incidence of the tax is not realized 
or that the group upon which it falls is 
relatively inarticulate. 

From the public point of view the inci- 
dence of such a tax is especially important. 
Since electricity is so widely used, practi- 
cally everyone is a consumer and so con- 
tributes to the municipal tax fund when the 
utility is run for revenue purposes. The 
essential question becomes whether or not 
the tax falls upon consumers in an equitable 
manner. 

For our purposes taxes may be classified 
as proportional, regressive, or progressive. 
In regard to social desirability, the first is 
commonly considered the minimum, while 
many advocate the progressive type. Re- 


gressive taxes may be promoted but their 
regressiveness is not given as a point in 
their favor. 

On purely logical grounds it is difficult 
to determine what type of tax utility profits 
represent, or whether or not people use 
electricity in the same proportion as they 
receive income or pay property taxes. Elec- 
tricity is so widely used that one might 
assume that use of electricity rates as a 
form of taxation would have regressive 
incidence similar to that of a general sales 
tax. However, the uses to which electricity 
can be put are almost unlimited and con- 
sumption may increase fully as rapidly as 
the total purchasing power of a consumer. 
So one must look farther if one is to deter- 
mine whether this type of taxation is pro- 
portional, regressive, or progressive. 

The New York Commission, in the Boon- 
ville decision discussed in this issue of the 
Journal, has indicated its belief that con- 
sumers are not always taxpayers and, even 
when they are, they do not pay taxes in the 
same proportion as they buy electricity. In 
connection with their first objection, how- 
ever, orthodox economics, assuming com- 
petition in the construction and renting of 
dwellings, teaches us that the taxes on 
rented houses and apartments are over a 
period of time approximately included in 
rent. So those residential consumers who 
do not pay property taxes directly pay them 
indirectly instead. However, if the muni- 
cipal utility serves a rural area in addition 
to customers within the corporate limits, 
collecting taxes through electric rates would 
result in taxing rural customers for munici- 
pal expenses, which they would not other- 
wise have to bear, and without regard to 
possible benefits which may accrue to the 
payers. The second objection is worthy of 
more extended consideration for in it lies 
the most important phase of the question 
of whether or not a municipal utility should 
be run for purposes of profits in lieu of taxes. 
A common view seems to be that, as con- 
sumption is higher in larger houses, taxes 
collected through the utility are equitably 
apportioned. 

Almost no mathematical tests have been 
made, however, to determine the incidence 


of a utility “tax.” A short study made by 


1 Page 211 supra. 
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the Public Service Commission of Wisconsin 
involving 41 customers in two municipalities 
indicated, in general, that if municipal utili- 
ties increase the rates sufficiently to pay the 
cities’ expenses it would result in a decided 
decrease in the local tax burden borne by 
many industries. This decrease would in 
turn have to be made up by residential 
and other consumers. Some industries would 
be entirely freed from contributing to muni- 
cipal funds for they are being served by a 
private utility. As a matter of fact, if power 
rates were substantially raised, a munici- 
ality might lose practically all its power 
car for the industries would substitute 
other forms of power, buy it from outside 
companies, or install their own plants. 
This article, however, is chiefly concerned 
with a study made a few months ago in 
Winnetka, Illinois, a residential suburb? of 
Chicago, which owns its own electric plant 
and derives considerable revenue from its 
earnings. A check-up by the management 
relating the size of residence to electricity 
consumed indicated that consumption per 
room in this community was fairly uniform 
throughout the different sized houses. Since 
the rate schedule is based on the number of 


rooms in the house, the conclusion which 
might be drawn without investigating further 
is that it makes little difference whether 
taxes are paid directly or through electric 


bills. This conclusion is obviously based, 
however, on the assumption that the tax- 
able value of a residence and surrounding 
property advances in the same proportion 
as the number of rooms, which is not neces- 
sarily true. 

The writer’s study is a direct comparison 
of utility bills and property taxes paid by a 
selected sample of consumers. In order to 
get a complete spread on the property taxes, 
customers owning all sizes of houses were 


2 Population, 13,000. 

* If the electric bills were plotted on the vertical and 
the property taxes on the horizontal axis, the average 
line of relationship would, of course, be a rising one, for 
consumption does tend to rise as the size and value of 
a house increase. Whether taxing through a utility is a 
more or less regressive form of taxation than the prop- 
erty tax would not be clearly shown by this method for 
the line would rise in both instances. 

‘To illustrate: suppose a customer who pays $200 
in annual taxes had a June electric bill of $6. The ratio 
of the bill to the tax would then be .03. If another 


customer paid $2000 in taxes and had an electric bill 


of $60, his ratio would likewise be .03. In other words, 
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picked. Random customers from all parts of 
the municipality were chosen in most of the 
house size-groups but because there were 
relatively fewer of the very large houses 
most of the customers living in them were 
taken. This procedure was followed in order 
to be able to obtain the relationship of taxes 
and utility bills throughout the different 
economic groups. In each group, however, 
the sample can be regardedas fairly typical. 
The property descriptions of the homes were 
then looked up and the corresponding gen- 
eral property tax assessments obtained. Be- 
cause annual figures were not available, 
the June electric bill for each of the con- 
sumers was used in computations. These 
figures should give accurate results for, since 
June is almost an average month in Win- 
netka electrical consumption, the annual bill 
should be approximately proportional for 
the various groups of consumers. From 
these data one can infer whether or not 
taxes paid through utility bills are more or 
less regressive than the property tax, or the 
same. 

There are, in general, two ways in which 
the values might be graphed: using the 
amounts of the tax and utility bills as ob- 
tained or using a ratio of one to the other 
for values along one axis. Lines expressing 
the average relationship would, of course, 
be different under the two methods and the 
ratio of specific electric bills to correspond- 
ing property tax amounts gives a more 
descriptive line.* The ratio values might 
be plotted along the Y or vertical axis and 
the property taxes along the X or horizontal 
axis. Then if the utility tax is regressive, 
using the property tax as a basis of com- 
parison, the average relationship will be 
expressed by a falling line; if it is propor- 
tional, by a horizontal line; and if pro- 
gressive, by a rising line.* 


he would be paying electric bills in the same proportion 
as he paid property taxes and a line connecting these 
two points would be a horizontal one. If, however, the 
second customer paid an electric bill of $80, the ratio 
would be .04, a line expressing the relationship for the 
different customers would be a rising one and, as the 
customer with the greater amount of property would 
be paying for a greater proportionate amount for elec- 
tricity, a tax system based on electric bills would be a 
progressive one. Finally, if the second customer paid 
only $40 for electricity, his ratio would be only .02; 
the line expressing the relationship would be a falling 
one and the tax would be regressive, for the man own- 


(Footnote 4 continued on page 214) 





214 


Using this method the data were spotted 
on a graph with the annual taxes on the X 
axis and the ratio of the electric bill to the 
taxes on the Y axis. Four values occurring 
at both extremities of the graphed data 
were eliminated because of their non-typical 
deviation from the normal relationship. For 
the remaining 100 values two curves were 
drawn (Chart I). Because of space limita- 





CHART I 
RELATIONSHIP BETWEEN ELECTRICITY BILLS 
AND PROPERTY TAXES 
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tions, two values at each extreme are not 
shown in order to give the rest in better 
detail. They were, however, used in making 
the computations which determined the 
lines. The straight line is fitted by the 
method of least squares and its equation 
is,Y = .0332 — .cooo1igX. A similar com- 
putation using all values also gave a de- 
scending line, but the 100 points are con- 
sidered as giving the more accurate results. 
The relationship is, however, clearly best 
described by a curve. So the arithmetical 
means of the values were computed for 
intervals of 100X for the first few hundred, 
where most of the values lay, and for larger 
intervals as the values became more scat- 
tered. The curved line was then drawn 
through these means, which can readily be 
seen as having only small deviations from 


(Footnote 4 continued from page 213) 
ing the smaller amount of property, as indicated by his 
tax bill, would be paying a proportionately larger 
amount. 

5 Levin, Moulton and Warburton, America’s Capacity 
to Consume (Washington: Brookings Institution, 
1934), P- 257. 

*In his studies of expenditures of workingmen’s 
families Ernst Engel found that the percentage of ex- 
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the line. The closeness of the fit indicates 
that the sampling was reasonably accurate 
and that there is a definite relationship 
between the taxes paid and the electric bill. 


The downward curve of the line indicates 
that a tax system based on electrical con- 
sumption is much more regressive than a 
general property tax. It bears especially 
heavily on the owners of small houses on 
which annual taxes are less than $200. In 
this group occur most of the consumers. 
Succeeding groups pay a smaller proportion 
and very low proportions are reached when 
one follows the curve to the largest houses. 
The scatter is also of some significance for 
it indicates that, even within the same tax 
groups, considerable variation may obtain 
in the amounts of electricity used and thus 
discrimination may result. 


An indication that the value of a man’s 
home, and therefore his property tax, is a 
fair measure of his income is given in a 
recent study, America’s Capacity to Con- 
sume. Expenditures on the home were 
found to be fairly constant throughout the 
income groups mf non-farm families studied, 
with a tendency for the percentage to de- 
crease as the income increases.6 The item 
of expenditure on home includes more than 
that reflected in the property tax but it 
probably can be assumed that the various 
types of expenditures on the home are 
roughly proportional. We may then con- 
clude that a tax which is regressive when 
compared with the property tax is at least 
as regressive when compared with income 
and is probably somewhat more so. 


Although the study is, of course, limited 
because of the narrowness of the territory 
which was covered, it is not unlikely that 
the tendency found here is general in its 
application. This would be especially true 
among municipal plants, for most of these 
are in smaller cities where residential use 
predominates. Unless counterbalanced by 
a rate structure which brings the munici- 
pality a much higher rate of profit from 


penditure for housing was approximately constant. 
More recently, Berridge, Winslow and Flinn found a 
slightly decreasing percentage and Lough found a 
slightly increasing one. See Berridge, Winslow and 
Flinn, Purchasing Power of the Consumer (Chicago: 
A. W. Shaw Co., 1925), pp. 168-80, and Lough, William 
H., High Level Consumption (New York: McGraw- 
Hill, 1935), pp. 154-62. 
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large consumers, we might then assume that 
running a municipal utility for purposes of 
making a profit in order to reduce or elimi- 
nate property taxes is a regressive and gen- 
erally undesirable form of taxation. Cir- 
cumstances may alter decisions in specific 
cases but at least municipal officials should 
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realize the regressiveness of the tax they 

are imposing when they set rates designed 

to produce profits and reduce other taxes. 
Howarp K. Hype 

Research Assistant, 

Department of Political Science, 

University of Chicago 


A Correction 


R. H. M. OLMSTED of New York, 
M expert witness for the Louisiana 

Public Service Commission in Loui- 
siana Public Service Commission v. South- 
ern Bell Telephone and Telegraph Company,} 
has kindly called attention to an error in 
my statement in the February issue of the 
Fournal concerning the amount of unused 
plant capacity allowed by the Commission 
in the rate-base as a reasonable margin of 
growth.? 

The statement in question was: “Excess 
capacity of 18.1% was reduced 12.5 per- 
centage points leaving 5.6% as a reasonable 
margin of growth.” The facts out of which 
the issue arose before the Commission are 
as follows: The figure 18.1% represented 
the percentage decline in development from 
87.5% on March 31, 1930, at the maximum, 
point of utilization, to 71.7% on the date of 
appraisal, October 31, 1934. The decline 
thus amounted to 15.8 percentage points or 
18.1% of 1930 development. Actual develop- 
ment of 71.1% on October 31, 1934 left a 
margin of 28.3%, but the Commission after 
considering the rate of station growth at 
that time and the probable effect of reduc- 
tion in rates concluded that the margin 
remaining for growth would be 25% as an 
average for 1935. By allowing an “equal 


18 P.U.R. (N. S.) 1 (1935). 

2“Valuation and Rate-Making for Telephone Com- 
panies”, 12 Fournal of Land & Public Utility Economics 
99 at 100 (February, 1936). 


sharing of the burden of surplus growth” 
between the company and rate-payers, the 
margin actually allowed in the rate-base for 
further growth amounted to 12.5% instead 
of 5.6% as stated in the original article. 

Mr. Olmsted states that the Louisiana 
Commission’s deduction for unused plant 
capacity represents a “‘somewhat pioneering 
treatment” of this problem. This is very 
probably true so far as regulation of tele- 
phone companies is concerned. Yet the legal 
basis of the decision by the Louisiana Com- 
mission was in part a statement by the 
United States Supreme Court in San Diego 
Land and Town Company v. Fasper (189 
U. S. 439 (1903)), involving irrigation rates 
and valuation in a situation where the plant 
represented capacity in excess of require- 
ments at the time the proceeding was 
brought. The Court stated in that case: 
“If a plant is built, as probably this was, for 
a larger area than it finds itself able to sup- 
ply, or, apart from that, if it does not, as 
yet, have the customers contemplated, 
neither justice nor the Constitution requires 
that, say, two-thirds of the contemplated 
number should pay a full return.” The 
Louisiana Commission, therefore, was not as 
drastic in its decision as the law would seem 
to permit. 

Ricuarp A. Harvi_t. 
Assistant Professor of 
Economics, University 
of Arizona. 
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Urban Land 


Malcher, Fritz. THe STEADYFLow TRAFFIC 
System. Cambridge: Harvard University 
Press, 1935. pp. ix, 92. $7.00. 
Highway engineers have made steady 

progress in adapting their work to the physi- 

cal demands of the individual automobile 

—curves, gradients, materials, and the like. 

They, and the city planners, have perhaps 

reacted more slowly to the conditions im- 

posed by the mass effect of the automobile; 

progressive stop-and-go systems and grade 
separations have only become common in 
recent years. 

These were phases of the traffic problem 
which particularly interested the late Fritz 
Malcher, and his studies of them, published 
in article form, were pioneering work in the 
field. The directors of the Harvard School 
of City Planning have done well to collect 
this material into book form. They have 
done a first rate editorial job. 

Current traffic practice does not seem to 
follow all of Malcher’s ideas. Perhaps the 
most interesting part of the book is the 
final Chapter IV giving various specific ap- 
—— to a number of types of street 
ayouts and intersections. These show great 
flexibility and adaptability to the problem 
involved. Engineering departments with 
their too common tendency to stereotyped 
solutions could not do better than to make 
an intensive study of this portion of the 
book. 

GraHaM ALDIS 

Lecturer in Real Estate, 

Northwestern University. 


Wright, Henry. ReHousinc Ursan AMER- 
1ca. New York: Columbia University Press, 
Dp. xiii, 168. $7.50. 

Mr. Lewis Mumford in his foreword to 
this book calls housing one of the most 
backward arts in America, thereby indicat- 
ing the need for more of both the study and 
the action which have typified Henry 
Wright’s work in housing. 

With the appearance of so many publica- 
tions on housing during the past few years 
one is likely to regard Mr. Wright’s choice 
of title merely as an attempt to be different 
or as inference that former authors had 


already housed America and he is now 
going to rehouse it. That such is not the 
case is evident by his own words. 


“We should appreciate the merit in thinking of the 
reorganization of the great blighted sections of our 
many substantial and geographically well located 
cities as doing service for healthy and permanent 
populations provided a way is found to rehabilitate 
such areas so as to be suitable for the conduct of happy 
lives, with the advantage of their convenience to the 
central work places and amusement centers of these 
cities. Also there will be necessity for the replace- 
ment of many of the thoughtlessly and shoddily built 
sections added during the past decade, which in many 
cases may be required to meet the needs of larger 
groups of the population with a less wasteful and more 
effective pattern than that which has heretofore been 
produced even with the benefit of zoning restrictions 
and land subdivision control. 

“It is for such a large-scale rehabilitation that the 
technique here expounded is most applicable.” 


For the student of land economics one of 
the most striking truths developed in the 
book is the wastefulness and the physical 
undesirability inherent in the system of 
land use under which urban America has 
been housed. The effectiveness of the solu- 
tion Henry Wright suggests for this unhappy 
predicament is not dependent upon any 
revolutionary change in our economic or 
social life, but rather upon a new approach 
whereby the dwelling unit itself will be 
greatly improved by treatment as an inte- 
grated part of acommunity. While recogniz- 
ing that the government must assume greater 
responsibilities, especially in providing for 
the housing needs of the low-income groups, 
he deals with the techniques to be employed 
rather than the question of administrative 
policy. Permissive state and local legislation 
and cooperation instead of widespread 
public ownership are envisioned as the tools 
for land assembly and replanning. 

While the advantages of community 
planning are clearly revealed, there is no 
suggestion that the problem of impossible 
land values or expensive building money 
can be overcome by even the most ingenious 
planning. Those who have been frightened 
away from large-scale housing during the 
past few years by fear that it was the brain 
child of a government monopoly under the 
direction of anarchistic i iB may be 
somewhat reassured to note in Mr. Wright’s 
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book both the historical development and 
the imminent necessity of a_ large-scale 
planning in housing, whether or not housing 
is a government function. 

The technical analysis and detail pre- 
sented in Rehousing Urban America are of 
unusual value because it is presented by a 
man who has gone from A to Z in the 
alphabet of housing theory and still realizes 
that families live in homes and not square 
feet. The book should enable non-technical 
readers to obtain a broad understanding of 
the type of analysis and design which will 
become increasingly important as_ this 
country moves from the oratorical to the 
actual stage in its housing program. 

Epmonp H. Hosen 
Assistant Director, 
National Association of 
Housing Officials 
McNamara, Katherine. BIBLIOGRAPHY OF 

PLANNING, 1928-1935. Cambridge: Harv- 

ard University Press, 1936. pp. viii, 232. 

£3.50. 

This latest addition to the Harvard City 
Planning Studies is “A Supplement to the 
Manual of Planning Information” published 
in 1928. It brings up to date the list of 
planning materials published since that time. 

The presentation of the material follows 
the pattern established in the original Man- 
ual, thus making readily available the con- 
tinuous picture of planning literature. The 
indexing system has, of course, been con- 
siderably expanded to take care of the recent 
extension and application of the planning 
principle to county, regional, state and 
national governmental units. 

The book is a careful and thorough piece 
of bibliographical work, which fills an urgent 
need and will be an indispensable tool for 
students as well as practitioners in the 
planning field. 

He.ten C. Moncnow 
Of the Fournal Staff. 


Land Resources 


Nationa, Resources Boarp. Report, 
December 1, 1934. Washington: Govern- 
ment Printing Office, 1934. pp. vit, 455. 
$3.25. 

The contents of this volume are divided 
into five parts comprising the findings and 
recommendations of the National Resources 
Board to the President, based upon reports 
to the Board from each of the four sections 
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on Land Planning, Water Planning, Mineral 
Policy, and Surveys and Maps... 

The Board sets forth reasons for and aims 
of resources planning and makes general 
recommendations as to policies and organiza- 
tion to accomplish these ends. To secure 
integrated control that avoids waste and 
insures more economic utilization of re- 
sources, it recommends continuous planning 
by an Advisory National Planning Board 
of five members appointed by the President 
to serve as a general staff for the Chief 
Executive. Other outstanding recommenda- 
tions include: provision for permanent land 
and water planning committees; a permanent 
Public Works Administration supported by 
a series of advisory planning committees to 
prepare a long-range program of public 
works and cooperate with regional, state, 
and local planning boards; a financial bal- 
ance sheet to be set up for the Federal Gov- 
ernment and maintained by the Comptroller 
General, with provision for making available 
to federal agencies similar data for other 
governmental units; a scheme of collective 
organization of firms in each of the leading 
mining industries, federally supervised, to 
control capacity, production, stocks, and 
“sometimes prices” of mining products; 
a mid-decennial census of population and 
employment to be taken in 1935 and kept 
up to date; standard maps of the United 
States to be prepared and basic studies to 
be made relative to all types of resources. 

Reports of the Land and Water Planning 
Committees and Mineral Policy Committee 
contain statements of basic principles of 
planning policy; an inventory of physical 
supplies and present uses of these resources 
to the extent data are available; treatment 
of maladjustments in uses of resources; and 
recommendations for corrective action. Per- 
haps the most specific program outlined in 
the entire Report is that of the Board of 
Surveys and Maps, advocating a 10-year 
program for mapping the United States at a 
cost of $117,531,000. 

Significance must be attached to the 
Report as the first comprehensive attempt in 
the history of our National Government to 
collect data and formulate policies aimed at 
an integrated and coordinated program of 
economical use and control of our natural 
resources. More concretely, it evidences dis- 
approval of the past record of almost un- 
restrained individualism in the exploitation 


‘of exhaustible resources. 
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The Report is not without definite defects 
and limitations. Much duplication is found 
in statements of principles, policies, and 
facts in the several reports—to some extent 
unavoidable because of the overlapping of 
the data treated. Policies are formulated 
only in broad outlines, partially as a result 
of inadequate data at this stage. Measure- 
ment is almost entirely in terms of physical 
units. 

Ricuarp A. Harvi.t. 
Assistant Professor of 
Economics, University 
of Arizona. 


Public Utilities 


Fournier, Leslie T. Rattway NatIoNnaL- 
IZATION IN CanaDA. Toronto: The Mac- 
millan Company of Canada Ltd., 1935. 
PP. 1X, 353- $3.50. 

This excellent case study of experience 
with government operation of railways 
describes the antecedents and formation of 
the present Canadian National Railways 
system out of private and publicly owned 
lines, analyzes the financial and operating 
results of the system and its private com- 
petitor the Canadian Pacific, appraises the 
problems which have arisen out of the com- 
petition of the two rivals, and suggests, as 
the solution, amalgamation of railways in 
Canada. 

The first seven chapters contain the best 
single description the reviewer has seen of 
the circumstances under which the present 
Canadian National system was created, 
and give ample evidence of the effects of 
extravagant, direct public construction and 
encouragement, by direct and indirect aid, 
of overbuilding of privately owned mileage. 

Chapter VIII contains an analysis of 
Canadian railway operations for the period 
1923 to 1933. This is the heart of the study, 
since it attempts to compare the operating 
results of the National with its private 
rival, and to draw conclusions with respect 
to the results of public as compared with 
private railway management. The author 
wisely recognizes the leans which put the 
Canadian National at a disadvantage, and 
his comparative analysis of traffic, revenues, 
and expenses leads him to the conclusion, 
soundly arrived at, that “the disparity 
between the unit costs of the two railways 
was greater than could fairly be explained 
by differences in their operating character- 


istics.” (p. 177.) Also sound is the con- 
clusion that “the Canadian National made 
the mistake of attempting to duplicate and 
even exceed the standards and services of its 
private competitor, without sufficient traffic 
to make that policy sound.” (IJdem.) How- 
ever, the author’s point that political in- 
fluences on the Canadian National’s ad- 
ministration were partially responsible for 
failure to control expenses and capital costs 
adequately is not clearly demonstrated. 

Chapters IX and X present a compara- 
tive analysis of the capital expenditures of 
the rival lines for the period 1923-1931, 
and of the Canadian National’s financial 
structure and condition. The reckless ex- 
pansion program (particularly in passenger 
service), fostered by rivalry, aggravated 
the deficits of the National system and 
seriously weakened the financial condition 
of its more conservatively financed com- 
petitor. While the management of neither 
system could have been expected to foresee 
the decline in traffic resulting from the de- 
pression, the enormous growth of the debt 
of the National system precludes the pos- 
sibility of any return on the public invest- 
ment of 234 billions. 

Chapter XI contains a description and 
critique of the Report of the Royal Com- 
mission on Transportation of 1932, the 
recommendations of which were incorpor- 
ated into the Act (described in Chapter 
XII) passed in 1933. 

Chapter XIII discusses the proposition 
of unified management as a substitute for 
mere cooperation, and analyzes the possible 
savings which might result from such a 
scheme. (Rejected though amalgamation 
was by the Royal Commission, Parliament, 
railway labor, and the Canadian public, it 
has been recommended by the management 
of the Canadian Pacific.) In Chapter XIV 
the author summarizes his preceding ma- 
terial, and concludes that “unified manage- 
ment of the two systems is a means whereby 
annual economies of fifty millions or more 
are possible. It is a logical solution of the 
railway problem, because it is the only pro- 
posal which offers the promise of adequate 
economies and because it would provide a 
sound basis for the future development of 
railway transportation in Canada.” (p. 
347.) peak . 
Only as individual case studies of this 
kind are accumulated can generalizations as 





lease 
stant 
The 
nard 
critic 
Pu 
parit 
of c 
come 
comn 
twee! 
whicl 
temp 
“An 
chans 
froze! 


dolla: 


BOOK REVIEW DEPARTMENT 


to the general proposition of government 
ownership and operation of railways be 
made. This study is in wholesome contrast 
to those hasty, biased, and unscientific 
statements and opinions too often en- 
countered in discussions of the pros and cons 
of railway nationalization. 


Hersert EF. DovuGatt. 
Associate Professor of Finance, 
Northwestern University. 


Public Finance 


Simpson, Herbert D. Purcuasinc Power 
AND Prosperity. Chicago: Foundation 
Press, 1936. pp. ix, 149. $1.50. 

This is an attack upon the quite widely 
accepted theory that “huge public expendi- 
tures in themselves are a way to generate 
economic prosperity.” The theory has as 
its objective the “creation of purchasing 
power.” What is really needed is not new 
purchasing power but the release of that 
which already exists but has lost ‘““exchange- 
ability.” 

We have had, says the author, two huge 
experiments in the creation of mass pur- 
chasing power. One was our war and recon- 


struction loans to Europe; the other the : 


spending program of the New Deal. Both 
have been conspicuous failures because they 
have not eliminated maladjustments and re- 
leased purchasing power. They require con- 
stant repetition and are not self-sustaining. 
The public works program of John May- 
nard Keynes is open to precisely the same 
criticism. 

Purchasing power is obstructed by dis- 
parities among the prices of different groups 
of commodities, disparities between in- 
comes of various groups and the prices of 
commodities they buy, and disparities be- 
tween prices and costs; by uncertainties 
which make hazardous, purchases in con- 
templation of the future; by frozen assets. 
“An asset that has lost its attribute of ex- 
changeability in one form or another is 
frozen and in that metamorphosis it has 
ceased to be purchasing power.” 

By refusing to let the depression take its 
course we converted an acute illness into a 
chronic disease. It is the function of de- 
flation to wipe out the obstacles to the free 
flow of purchasing power. Inflation may 
have a place but during a depression it will 
not “take hold” —it merely makes two idle 
dollars where there was one before. 
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The author’s own program for restoring 
purchasing power and prosperity includes 
the following: abandonment of price-fixing 
and price-pegging policies; stabilization of 
the government’s monetary, banking and 
public utility policies; a mortgage banking 
system; federal purchase of submarginal 
farm lands for conservation purposes; elim- 
ination of business racketeering; reciprocal 
tariff reduction; public employment (for 
relief of the unemployed but not to stimulate 
business). Borrowing on a large scale during 
a depression is warranted and it is not neces- 
sary or advisable to balance depression 
budgets. 

The reviewer finds much in this book 
which he personally would question or with 
which he would take issue. For example, is 
there very much difference between giving 
the umemployed jobs in order to put them to 
work and doing the same thing in order to 
stimulate business? Just what expenditures 
of the New Deal are included in the pro- 
gram to increase purchasing power and how 
does one know so conclusively that the 
program, whatever it may be, is a conspic- 
uous failure? Are there not maladjustments 
between spending and saving which the so- 
called natural remedies cannot correct and 
which public works might help to alleviate? 

Nevertheless, these are merely matters 
of opinion and there can be no question that 
Prafeseos Simpson has made a notable con- 
tribution in this well-reasoned analysis of 
the twilight zone between public and private 
finance. It is written in the author’s usual 
clear and entertaining style and should be 
highly valuable both for the layman and 
the expert. Haro.p M. Groves 


Professor of Economics, 
University of Wisconsin. 


Miscellaneous 


Riddle, N. Gilbert. THe INVESTMENT 
Poticy or Trust Institutions. Chicago: 
Business Publications Co., 1934. pp. vit, 
280. $4.00. 

The scope of Professor Riddle’s book is 
well described by the author in the Preface: 
“This book first presents the financial im- 
portance of the personal trust business; 
second, it describes the machinery of trust 
investing; third, it sets forth some of the 
legal and economic problems of trust in- 
vesting; and finally it presents a detailed 


’ picture of the investment policies, practices 
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and accomplishments of trust institutions 
for the period, 1919-1932.” The major por- 
tion of the book deals with an examination 
and analysis of the investment experience of 
196 testamentary trusts administered by 19 
trust institutions located in New York City, 
Boston, Cleveland, Chicago, and St. Louis. 

Real estate and real estate obligations at 
the time of inventory accounted for nearly 
29% of the aggregate value of the trusts; 
real estate holdings alone represented 18%. 
It was the policy of the trust institutions to 
make gradual but continuous reductions in 
real estate holdings. This program, un- 
doubtedly, was made necessary primarily 
because of legal restrictions against perma- 
nent investment in real estate. The policy 
also was probably followed to avoid manage- 
ment problems. 

At the same time the institutions were re- 
ducing investments in real estate property, 
investments in real estate mortgages and 
bonds were being increased. Real estate 
obligations, of course, have been traditional 
mediums for trustee investments, and this 
class of investment qualifies as legal for trust 
funds in every state. It is, therefore, not 
surprising to find that the policy of trust 
institutions was to increase the proportion 
of funds invested in real estate bonds and 
mortgages. These increases were made 
during a period of exceptional flow of capital 
into urban real estate development; it was a 

riod of real estate speculation and over- 
Building. The record does not indicate that 
institutional investors generally attempted 
to restrict new commitments in this field. 
Although it is probably true that the real 
estate obligations selected by the institu- 
tions were, for the most part, superior in 
quality to those purchased by the general 
investing public, one is compelled to raise 
the question whether institutional investors 
can justify their competition for any but the 
highest grade risks under such conditions 
while ample investment opportunities existed 
in other Relds. 

The composite proportion of funds in- 
vested in public utility mortgage bonds 
showed a gradual but constant increase 
throughout the period; this is in direct con- 
trast to the investment policy in regard to 
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railroad bonds. At the close of 1932, hold- 
ings in public utility bonds represented 
over 8% of the total value of all trust in- 
vestments; public utility preferred stock 
accounted for but 1%; and common stock 
approximately 5%. Utility bond holdings 
were second only to bonds of states and 
municipalities. That the proportion of 
funds invested in public utility mortgage 
issues was not higher was probably not 
attributable to lack of full appreciation 
upon the part of institutional investors of 
the favorable financial record of electric 
public utility operating companies. 

During a large part of the period under 
review the industry was almost constantly 
in the capital market for new funds to 
finance plant expansion. It is somewhat 
surprising that institutional investors did 
not invest more heavily in the mortgage 
issues of desirable electric operating utilities 
during this period. Undoubtedly legal re- 
strictions were partially responsible for lack 
of larger holdings. Archaic statutory re- 
quirements in many states have yet to recog- 
nize the satisfactory financial record and 
inherent stability of most electric utility 
undertakings. In a number of states the 
issues of many of the strongest companies 
are not legal for trust funds because of un- 
necessarily severe requirements in regard 
to franchises and earning ratios. The situa- 
tion has not affected the ability of meri- 
torious utility companies to obtain senior 
capital upon satisfactory terms; legal re- 
quirements have, however, restricted the 
number of utility issues available to many 
trustees. 

Professor Riddle does not attempt to 
draw conclusions from his analysis of the 
way trust institutions have invested prop- 
erty, nor does he attempt to set forth what 
policies he believes they should follow. The 
material submitted is indicative of the 
— and accomplishments of many of the 
argest trust institutions in the administra- 
tion of testamentary trusts. The book 
should be of distinct interest to trust officers 
and students of investment. 

Donatp C. SLIcHTER. 
Director, Public Utility Bond Research, 
Northwestern Mutual Life Insurance Co. 





